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ECONOMIC  REPORT 

OF  THE 

PRESIDENT 


ECONOMIC  REPORT  OF  THE  PRESIDENT 


To  THE  Congress  of  the  United  States: 

This  year’s  Economic  Report  of  the  President  describes  how  after  5 
years  of  grit  and  determined  effort,  the  United  States  is  better-positioned 
for  the  21st  century  than  any  other  nation  on  Earth.  We’ve  now  experi¬ 
enced  4  straight  years  of  economic  growth  with  more  than  8  million  new 
private-sector  jobs.  Our  unemployment  rate  is  the  lowest  it’s  been  in  more 
than  5  years.  Our  deficits  have  been  cut  by  more  than  half  For  the  first 
time  in  nearly  20  years,  we  produce  more  oil  at  home  than  we  buy  from 
the  rest  of  the  world.  'Fhe  housing  market  is  rebounding,  manufacturers 
are  adding  jobs  for  the  first  time  since  the  1990s,  and  we  sell  more  of  what 
we  make  to  the  rest  of  the  world  than  ever  before. 

But  in  many  ways,  the  trends  that  have  threatened  the  middle  class 
for  decades  have  grown  even  starker.  While  those  at  the  top  are  doing  bet¬ 
ter  than  ever,  average  wages  have  barely  budged.  Inequality  has  deepened, 
'foo  many  Americans  are  working  harder  and  harder  just  to  get  by,  and 
too  many  still  aren’t  working  at  all.  Our  job  is  to  reverse  those  trends.  It  is 
time  to  restore  opportunity  for  all — the  idea  that  no  matter  who  you  are  or 
how  you  started  out,  with  hard  work  and  responsibility,  you  can  get  ahead. 

That’s  why  this  must  be  a  year  of  action.  I’m  eager  to  work  with  the 
Congress  to  speed  up  economic  growth,  strengthen  the  middle  class,  and 
build  new  ladders  of  opportunity  into  the  middle  class.  But  America  does 
not  stand  still,  and  neither  will  I.  Wherever  and  whenever  I  can  take  steps 
without  legislation  to  expand  opportunity  for  more  American  families,  I 
will.  Because  opportunity  is  who  we  are.  And  the  defining  project  of  our 
generation  is  to  restore  that  promise. 

Simply  put,  this  opportunity  agenda  has  four  parts.  Number  one  is 
more  new  jobs.  Number  two  is  training  more  Americans  with  the  skills  to 
fill  those  jobs.  Number  three  is  guaranteeing  every  child  access  to  a  world- 
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class  education.  And  number  four  is  making  sure  hard  work  pays  off  for 
every  American. 

With  the  economy  picking  up  speed,  companies  say  they  intend  to 
hire  more  people  this  year.  We  should  make  that  decision  even  easier  for 
them  by  closing  wasteful  tax  loopholes  and  lowering  tax  rates  for  busi¬ 
nesses  that  create  jobs  here  at  home,  and  use  the  money  we  save  in  the 
process  to  create  jobs  rebuilding  our  roads,  upgrading  our  ports,  and 
unclogging  our  commutes.  We  should  help  America  win  the  race  for  the 
next  wave  of  high-tech  manufacturing  jobs  by  connecting  businesses  and 
universities  in  hubs  for  innovation.  We  should  do  more  to  boost  exports 
and  fund  basic  research.  We  should  maintain  our  commitment  to  an  all- 
of-the-above-energy  strategy  that  is  creating  jobs  and  leading  to  a  safer 
planet.  Finally,  we  should  heed  the  call  of  business  leaders,  labor  leaders, 
faith  leaders,  and  law  enforcement,  and  fix  our  broken  immigration  sys¬ 
tem.  Independent  economists  say  this  will  grow  our  economy  and  shrink 
our  deficits  by  almost  $1  trillion  in  the  next  two  decades.  We  should  get  it 
done  this  year. 

Creating  jobs  is  step  one,  but  in  this  rapidly-changing  economy, 
we  also  must  make  sure  every  American  has  the  skills  to  fill  those  jobs. 
I’ve  asked  Vice  President  Biden  to  lead  an  across-the-board  reform  of 
America’s  training  programs  to  make  sure  they  have  one  mission;  training 
Americans  with  the  skills  employers  need,  and  matching  them  to  good  jobs 
that  need  to  be  filled  right  now.  That  means  more  on-the-job  training,  and 
more  apprenticeships  that  set  a  young  worker  on  an  upward  trajectory  for 
life.  It  means  connecting  companies  to  community  colleges  that  can  help 
design  training  to  fill  their  specific  needs. 

I’m  also  convinced  we  can  help  Americans  return  to  the  workforce 
faster  by  reforming  unemployment  insurance  so  that  it’s  more  effective  in 
today’s  economy.  But  first,  the  Congress  needs  to  restore  the  unemploy¬ 
ment  insurance  it  let  expire  at  the  end  of  last  year,  affecting  around  2  mil¬ 
lion  workers. 

Of  course,  it’s  not  enough  to  train  today’s  workforce.  We  also  have 
to  prepare  tomorrow’s  workforce,  by  guaranteeing  every  child  access  to  a 
world-class  education.  Our  high  school  graduation  rate  is  higher  than  it’s 
been  in  30  years,  and  more  young  people  are  earning  college  degrees  than 
ever  before.  The  problem  is  we’re  still  not  reaching  enough  kids,  and  we’re 
not  reaching  them  in  time. 

'fhat  has  to  change.  I  am  repeating  a  request  I  made  last  year  ask¬ 
ing  you  to  help  States  make  high-quality  preschool  available  to  every  four 
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year-old.  In  the  meantime,  I’m  going  to  pull  together  a  coalition  of  elected 
officials,  business  leaders,  and  philanthropists  willing  to  help  more  kids 
access  the  high-quality  early  education  they  need.  I’ll  also  work  to  redesign 
high  schools  and  partner  them  with  colleges  and  employers  that  offer  the 
real-world  education  and  hands-on  training  that  can  lead  directly  to  a  job 
and  career,  and  follow  through  on  my  pledge  to  connect  99  percent  of  our 
students  to  high-speed  broadband  over  the  next  4  years.  With  the  support 
of  the  FCC,  we’ve  announced  a  down  payment  to  start  connecting  more 
than  15,000  schools  and  20  million  students  over  the  next  2  years,  without 
adding  a  dime  to  the  deficit,  and  with  the  help  of  some  of  America’s  top 
companies,  we’re  going  to  make  the  most  of  these  new  connections. 

My  Administration  is  also  shaking  up  our  system  of  higher  educa¬ 
tion,  so  that  no  middle-class  family  is  priced  out  of  a  college  education. 
We’re  offering  millions  the  opportunity  to  cap  their  monthly  student  loan 
payments  to  ten  percent  of  their  income,  and  1  will  continue  to  look  for 
other  ways  to  see  how  we  can  help  even  more  Americans  who  feel  trapped 
by  student  loan  debt. 

But  we  know  our  opportunity  agenda  won’t  be  complete — and  too 
many  young  people  entering  the  workforce  today  will  see  the  American 
Dream  as  an  empty  promise — unless  we  do  more  to  make  sure  hard 
work  pays  off  for  every  single  American.  This  year,  we  should  do  more  to 
secure  a  women’s  right  to  equal  pay  for  equal  work.  We  should  expand  the 
Earned  Income  Tax  Credit  to  help  more  workers  without  children  make 
ends  meet,  and  help  more  Americans  save  for  retirement  through  the  new 
“MyRA”  plans  my  Administration  is  creating.  We  should  protect  taxpay¬ 
ers  from  ever  footing  the  bill  for  a  housing  crisis  ever  again.  And  we  will 
continue  the  work  of  making  sure  every  American  has  access  to  affordable, 
quality  health  insurance  that’s  there  for  them  when  they  need  it. 

And  we  should  raise  a  minimum  wage  that  in  real  terms  is  worth 
less  than  it  was  when  Ronald  Reagan  took  office.  In  the  year  since  I  first 
asked  the  Congress  to  raise  the  minimum  wage,  six  States  raised  theirs,  and 
more  companies  like  Costco  see  paying  fair  wages  as  one  of  the  best  ways 
to  reduce  turnover,  increase  productivity,  and  boost  profits.  As  America’s 
chief  executive,  I  agree,  which  is  why  I  signed  an  Executive  Order  requiring 
Federal  contractors  to  pay  their  federally  funded  employees  a  fair  wage  of 
at  least  $10.10  an  hour  for  new  contracts.  There  is  a  bill  in  front  of  both  the 
House  and  the  Senate  that  would  raise  the  minimum  wage  to  $10.10  for  all 
Americans.  The  Congress  should  pass  that  bill  and  give  America  a  raise. 


Economic  Report  of  the  President  |  5 


I  believe  this  can  be  a  breakthrough  year  for  America.  But  it  falls 
to  all  of  us  to  grow  the  economy  and  create  new  jobs,  to  strengthen  the 
middle  class,  and  to  build  new  ladders  of  opportunity  for  folks  to  work 
their  way  into  the  middle  class.  So  in  the  coming  months,  let’s  see  where 
we  can  make  progress  together.  Let’s  continue  to  make  this  a  year  of  action. 
Together,  we  can  restore  an  economy  that  works  for  everybody,  and  our 
founding  vision  of  opportunity  for  all. 


THE  WHITE  HOUSE 
MARCH  2014 
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CHAPTER  1 

PROMOTING  OPPORTUNITY  AND 
SHARED,  SUSTAINABLE  GROWTH 

AS  the  2014  Economic  Report  of  the  President  goes  to  press,  the  U.S. 

economy  stands  five  years  removed  from  one  of  the  most  tumultuous 
and  challenging  periods  in  its  history.  The  state  of  acute  crisis  that  emerged 
in  the  months  just  before  President  Obama  took  office  was,  in  some  respects, 
worse  than  the  initial  shock  that  touched  off  the  Great  Depression.  The 
plunge  in  stock  prices  in  late  2008  proved  similar  to  what  occurred  in  late 
1929,  but  was  compounded  by  sharper  home  price  declines,  ultimately 
leading  to  a  drop  in  overall  household  wealth  that  was  substantially  greater 
than  the  loss  in  wealth  at  the  outset  of  the  Great  Depression  (Romer  2009; 
see  also  Greenspan  2013,  Almunia  et  al.  2010).  As  the  recession  unfolded, 
the  economy’s  total  output  contracted  more  sharply  than  at  any  other  time 
since  World  War  II,  and  the  fallout  ultimately  cost  the  countiy  a  staggering 
8.8  million  private-sector  jobs. 

As  of  early  2014,  however,  the  economic  landscape  looks  vastly  dif¬ 
ferent:  total  output  has  grown  for  1 1  consecutive  quarters,  businesses  have 
added  8.5  million  jobs  since  Eebruaiy  2010,  and  a  range  of  analysts  are 
optimistic  that  the  economy  will  further  strengthen  in  the  years  ahead.  Yet 
despite  this  progress,  many  American  families  are  still  struggling  to  join 
the  middle  class  or  to  stay  there,  as  they  face  the  lingering  after-effects  of 
the  crisis  on  top  of  a  long-standing  trend  of  widening  inequality  that  has 
caused  the  rungs  on  the  economic  ladder  to  grow  further  apart.  This  fun¬ 
damental  issue — making  sure  the  economy  provides  opportunity  for  every 
American — is  the  President’s  central  economic  focus. 

'Eo  move  toward  the  President’s  goal  of  a  broader,  more  solid  founda¬ 
tion  for  future  growth,  three  key  imperatives  must  be  addressed.  The  first 
and  most  immediate  imperative  is  to  continue  to  restore  the  economy  to 
its  full  potential.  Although  the  recoveiy  from  the  Great  Recession  is  well 
underway,  it  remains  incomplete.  The  second  imperative  is  to  expand  the 
economy’s  potential.  In  the  decades  after  World  War  II,  rapid  productivity 
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growth  propelled  the  American  economy  forward  and  grew  the  middle 
class.  The  historic  surge  of  women  into  the  labor  force  further  transformed 
America’s  society  and  economic  capacity.  But  in  the  last  several  decades, 
productivity  growth  has  declined  relative  to  the  early  postwar  years,  and 
looking  ahead,  America’s  workforce  is  now  expected  to  grow  more  slowly 
as  members  of  the  baby-boom  generation  move  into  retirement.  As  a  result, 
efforts  to  enhance  overall  productivity  and  the  skills  of  American  workers, 
and  to  expand  the  labor  force,  will  be  as  critical  as  ever.  The  third  imperative 
is  to  ensure  that  the  economy  provides  all  Americans  with  greater  opportu¬ 
nity  to  realize  their  full  individual  potential  and  to  experience  the  prosperity 
they  work  to  create.  A  typical  family’s  inflation-adjusted  income  barely 
budged  in  the  years  leading  up  to  the  crisis,  which  placed  undue  strain  on 
millions  of  hardworking  households,  contributed  to  instability  in  the  overall 
economy,  and  raised  questions  about  how  the  American  ideals  of  opportu¬ 
nity  and  mobility  would  manifest  themselves  in  the  21st  century. 

These  challenges  are  substantial,  but  so  is  America’s  potential.  As 
discussed  in  the  remainder  of  this  chapter  and  throughout  this  report,  the 
President  has  set  out  an  ambitious  agenda  to  make  progress  on  all  three 
imperatives,  both  by  working  with  Congress  and  by  taking  action  on  his 
own  where  possible.  To  return  the  economy  to  its  full  potential  more 
quickly,  the  President  has  called  for  a  range  of  measures  including  an 
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Opportunity,  Growth,  and  Security  initiative,  along  with  steps  to  pair  busi¬ 
ness  tax  reform  with  a  major  effort  to  upgrade  our  Nation’s  infrastructure. 
To  expand  the  economy’s  potential,  the  President  continues  to  urge  the 
House  of  Representatives  to  follow  the  Senate’s  lead  and  pass  commonsense 
immigration  reform,  which  would  help  attract  a  new  wave  of  inventors  and 
entrepreneurs  to  American  soil.  The  President  also  wants  to  build  on  the 
great  strides  that  have  already  been  made  in  the  technolog)'  and  energ)'  sec¬ 
tors,  which  are  laying  the  groundwork  for  a  more  productive  economy  in  the 
years  ahead.  And  to  make  sure  that  the  economy  provides  opportunity  for 
eveiy  American,  the  President’s  agenda  includes  improved  job  training  pro¬ 
grams  and  an  increase  in  the  minimum  wage,  because  no  one  working  full 
time  should  have  to  raise  their  family  in  poverty.  In  addition,  the  President 
has  set  a  goal  of  preschool  for  all,  since  one  of  the  best  ways  to  ensure  that 
all  Americans  have  a  chance  to  succeed  is  to  invest  in  their  early  childhood 
development.  Implementation  of  the  Affordable  Care  Act  is  another  critical 
step  in  this  direction,  because  it  is  helping  to  provide  financial  security  for 
more  American  families  and  to  slow  the  growth  in  health  care  costs  that  cut 
into  workers’  take-home  pay. 

The  President  is  calling  for  significant  legislative  measures  in  these 
areas,  but  will  continue  to  pursue  progress  through  executive  authority 
by,  for  example,  streamlining  the  infrastructure-permitting  process,  creat¬ 
ing  new  products  to  improve  retirement  security,  and  raising  wages  for 
Federal  contractors.  The  President  is  also  using  his  influence  to  work  with 
businesses,  universities,  and  nonprofits  to,  for  instance,  help  low-income 
students  succeed  in  college  and  ensure  that  the  long-term  unemployed  have 
a  fair  shot  at  a  new  job.  These  are  just  a  few  of  the  President’s  key  efforts  in 
what  he  has  described  as  “a  year  of  action,”  and  the  President  remains  ready 
to  work  with  anyone  offering  constructive  ideas  to  move  forward. 

The  Economy  Five  Years  After  The  Crisis 

'fhe  recovery  from  the  Great  Recession  took  another  major  step 
forward  in  2013,  as  detailed  in  Chapter  2.  Businesses  added  2.4  million  jobs 
over  the  course  of  the  year,  or  197,000  a  month,  marking  the  third  consecu¬ 
tive  year  that  private  employment  increased  by  more  than  2  million.  From 
its  trough  in  Februar)'  2010  through  January  2014,  private  employment  has 
risen  in  47  consecutive  months  for  a  total  of  8.5  million  jobs  added  (Figure 
1-1).  'Fhe  unemployment  rate  remains  unacceptably  high,  primarily  due  to 
the  continued  elevation  of  long-term  unemployment,  but  it  has  continued 
to  recover,  reaching  a  five-year  low  of  6.6  percent  in  January.  'Fhe  housing 
and  automotive  sectors— two  areas  that  were  especially  hard-hit  by  the 
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U.S.  Merchandise  and  Overall  Trade  Deficits,  2000-2013 
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Major  Deficit  Reduction  Episodes  Over  a  Four-Year  Period 
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crisis — continue  to  rebound  and  contribute  to  growth,  as  real  (inflation- 
adjusted)  residential  investment  rose  more  than  6  percent  over  the  four 
quarters  of  the  year,  while  motor  vehicle  production  rose  9  percent.  And  in 
October  2013,  the  amount  of  crude  oil  produced  domestically  exceeded  the 
amount  imported  for  the  first  time  since  1995,  providing  further  evidence 
of  a  domestic  energy  boom  that  is  supporting  jobs  and  helping  to  sustain  a 
markedly  narrower  trade  deficit  relative  to  the  years  leading  up  to  the  crisis 
(Figure  1-2). 

The  progress  seen  in  2013  is  notable  in  part  because  the  steep  decline 
in  the  Federal  budget  deficit  during  the  year  was  a  major  headwind  on  mac¬ 
roeconomic  performance.  Figure  1-3  shows  the  largest  four-year  reductions 
in  the  Federal  budget  deficit  since  the  demobilization  from  World  War  II. 
Since  the  end  of  fiscal  year  2009,  the  deficit  has  fallen  by  5.7  percentage 
points  of  GDP,  with  nearly  half  of  that  reduction— 2.7  percentage  points 
of  GDP — coming  in  FT  2013  alone.  Some  of  the  deficit  reduction  in  2013 
was  a  natural  consequence  of  the  gradual  improvement  in  the  economy, 
and  a  large  portion  of  it  was  due  to  policy  decisions,  like  the  spending  caps 
agreed  to  in  the  Budget  Control  Act  of  2011,  the  increase  in  tax  rates  for 
top  earners  at  the  beginning  of  2013,  as  well  as  the  end  of  the  temporary 
payroll  tax  holiday.  The  fiscal  contraction  would,  of  course,  have  been  much 
worse  were  it  not  for  the  permanent  extension  of  tax  cuts  for  middle-income 
households.  While  these  factors  reflected  a  balanced  approach  to  making 
progress  toward  fiscal  sustainability,  they  were  unnecessarily  compounded 
with  the  onset  of  budget  sequestration  in  March,  which  the  Congressional 
Budget  Office  (CBO  2013a)  estimated  slowed  real  GDP  growth  over  the  four 
quarters  of  the  year  by  0.6  percentage  point  and  reduced  employment  by  the 
equivalent  of  roughly  750,000  full-time  jobs. 

On  top  of  the  fiscal  headwinds,  the  economy  was  also  forced  to  con¬ 
tend  with  a  disruptive  government  shutdown  for  16  days  in  October,  as  well 
as  dangerous  brinksmanship  over  raising  the  Federal  debt  limit.  The  shut¬ 
down  cost  the  government  more  than  S2  billion  in  lost  productivity  alone  as 
Federal  workers  were  furloughed  for  a  combined  6.6  million  days.  In  addi¬ 
tion,  families  were  unable  to  travel  to  national  parks,  oil  and  gas  drilling  per¬ 
mits  were  delayed.  Small  Business  Administration  loans  were  put  on  hold, 
and  licenses  to  export  high-tech  products  could  not  be  granted,  to  name  just 
a  few  effects.  Consumer  sentiment,  as  measured  by  the  Reuters/University 
of  Michigan  Index,  fell  to  its  lowest  point  of  the  year  in  October,  and  fourth- 
quarter  GDP  growth  was  constrained  by  a  large  negative  contribution  from 
the  Federal  sector.  Moreover,  because  Congress  was  slow  to  act  to  raise  the 
debt  ceiling,  several  large  investment  management  firms  announced  that 
they  had  divested  from  Treasuiy  securities  maturing  around  the  time  of  the 
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potential  debt-ceiling  breach.  Ultimately,  the  episode  provided  yet  another 
reminder  of  the  need  for  policymakers  to  avoid  self-inflicted  wounds  to  the 
economy  and  to  stay  focused  on  constructive  steps  that  support  growth  and 
job  creation. 

How  We  Got  Here:  The  Administration’s 
Response  to  the  Crisis 

In  considering  the  recovery  over  the  last  five  years  and  the  sources  of 
optimism  for  the  years  ahead,  it  is  important  not  to  lose  sight  of  the  critical 
policy  decisions  that  averted  a  second  Great  Depression  and  made  it  possible 
for  the  economy  to  arrive  at  this  point.  Recoveries  from  financial  crises  tend 
to  be  slower  than  from  recessions  caused  by  other  types  of  shocks  because 
hea\7  household  debt  burdens  and  tight  credit  conditions  can  linger  for  an 
extended  period  of  time.  However,  the  U.S.  economy  has  fared  better  than 
most  other  developed  countries  in  recent  years.  As  shown  in  Figure  1-4, 
among  the  12  countries  that  experienced  a  systemic  financial  crisis  in  2007 
and  2008,  the  United  States  is  one  of  just  two  in  which  output  per  working- 
age  population  has  returned  to  pre-crisis  levels.  The  fact  that  the  United 
States  has  been  one  of  the  best  performing  economies  in  the  wake  of  the 
crisis  supports  the  view  that  the  full  set  of  policy  interventions  in  the  United 
States  made  a  major  difference  in  averting  a  substantially  worse  outcome. 

Chapter  3  looks  back  at  the  American  Recoveiy  and  Reinvestment  Act 
of  2009  (the  Recover)'  Act),  along  with  more  than  a  dozen  subsequent  jobs 
measures  that  the  President  signed  into  law,  including  the  payroll  tax  cut, 
extensions  of  unemployment  insurance,  and  tax  cuts  for  business  investment 
and  hiring.  At  the  macroeconomic  level,  CEA  estimates  that  the  Recovery 
Act,  by  itself,  cumulatively  saved  or  created  about  6  million  job-years,  where 
a  job-year  is  defined  as  one  full-time  job  for  one  year  (equivalent  to  an 
a,verage  of  1 .6  million  jobs  a  year  for  four  years).  Adding  in  the  subsequent 
jobs  measures,  the  cumulative  gain  in  employment  through  the  end  of  2012 
grows  to  9  million  job-years  (Figure  1-5).  This  analysis  is  broadly  similar  to 
others  provided  by  a  variety  of  sources,  including  the  Congressional  Budget 
Office,  and  is  generally  consistent  with  a  growing  academic  literature  that  is 
discussed  in  Chapter  3.  In  addition  to  the  macroeconomic  impact.  Chapter 
3  also  reviews  the  Recovery  Act’s  key  investments  in  areas  like  education, 
clean  energy,  physical  infrastructure,  and  technological  infrastructure  that 
will  continue  to  pay  dividends  long  after  the  Recover)'  Act  has  phased  out. 

Fiscal  measures  were  only  part  of  the  overall  policy  response.  The 
President  acted  decisively  to  save  the  American  auto  industr)'  and  the  sup¬ 
pliers  and  economic  ecosystem  that  depend  on  it.  The  Administration  also 
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Real  GDP  Per  Working- Age  Population 
in  2007-2008  Banking  Crisis  Countries,  2007-2013 
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Quarterly  Effect  of  the  Recovery  Act  and  Subsequent 
Fiscal  Measures  on  Employment,  2009-2012 
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instituted  a  range  of  measures  that  helped  families  stay  in  their  homes, 
facilitated  refinancing  into  lower  interest  rates,  and  took  steps  toward  allevi¬ 
ating  the  housing  blight  that  can  threaten  neighborhoods  and  restrain  home 
values.  Furthermore,  the  Treasury  Department  promoted  financial  stability 
and  instituted  a  range  of  programs  to  help  restore  the  flow  of  credit  for 
both  large  and  small  businesses.  The  Federal  Reserve  undertook  important 
independent  actions  as  well,  which  are  more  fully  described  in  Bernanke 
(2012,  2014). 

Another  positive  but  less  widely  appreciated  story  from  the  recession 
and  recovery  is  the  performance  of  America’s  social  safety  net.  Though 
employment  and  incomes  declined  sharply  as  the  recession  unfolded,  mil¬ 
lions  of  Americans  were  kept  out  of  poverty  by  tax  credits  and  programs 
like  Social  Security,  nutrition  assistance,  and  unemployment  insurance. 
Excluding  these  measures,  the  poverty  rate  would  have  risen  4.5  percentage 
points  from  2007  to  2010,  but  in  fact  it  only  rose  half  a  percentage  point 
(Figure  1-6).  The  direct  effect  of  the  Recovery  Act  on  incomes,  not  even 
counting  its  impact  on  jobs  and  the  broader  economy,  reduced  the  poverty 
rate  in  2010  by  1.7  percentage  points,  equal  to  5.3  million  people  kept  out  of 
poverty.  As  discussed  in  Chapter  6,  these  developments  represent  the  con¬ 
tinuation  of  a  longer-running  trend  in  which  essentially  all  of  the  progress 
made  in  reducing  poverty  has  come  as  a  direct  consequence  of  government 
programs.  The  poverty  rate  excluding  tax  credits  and  public  programs  actu¬ 
ally  rose  from  1967  to  2012,  but  when  tax  credits  and  programs  are  included, 
the  poverty  rate  was  cut  by  38  percent  (Wimer  et  al.  2013).  Nevertheless, 
with  49.7  million  Americans  still  living  in  poverty  as  of  2012,  far  more  work 
remains  to  be  done.  As  the  Nation  recently  marked  the  50th  anniversary  of 
President  Lyndon  B.  Johnson’s  declaration  of  a  war  on  poverty.  Chapter  6 
details  lessons  that  have  been  learned,  ways  that  antipoverty  programs  can 
be  strengthened,  and  other  policies  that  can  help  take  the  next  step  forward 
by  achieving  meaningful  reductions  in  poverty  even  before  tax  credits  and 
government  programs  kick  in. 

Sources  of  Opportunity  in  2014  and  Beyond 

The  U.S.  economy  has  made  substantial  gains  over  the  last  five  years, 
and  while  many  challenges  remain,  including  recent  weather-related  dis¬ 
ruptions  and  some  turbulence  in  emerging  markets,  there  are  a  number  of 
reasons  to  be  optimistic  about  the  economy’s  prospects.  Cyclical  develop¬ 
ments  like  diminished  fiscal  headwinds  and  an  improvement  in  household 
finances  are  likely  to  contribute  to  a  strengthening  of  the  recovery  in  the 
near-term.  At  the  same  time,  emerging  structural  trends  like  the  decline  in 
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Change  in  Poverty  Rate  From  2007—2010, 
With  and  Without  Tax  Credits  and  Benefits 
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the  rate  of  health  care  cost  growth,  the  surge  in  domestic  energ)'  production, 
and  continued  technological  progress  will  support  growth  on  a  sustained 
basis  into  the  future.  As  these  developments  unfold,  it  will  be  critical  to  take 
additional  steps  to  ensure  that  the  middle  class  and  those  striving  to  join  it 
have  opportunities  to  succeed.  But  these  emerging  trends  will  help  create 
the  framework  for  the  sustainable,  broad-based  growth  that  the  President  is 
seeking  to  promote. 

Cyclical  Factors 

Diminished  fiscal  headwinds.  The  most  predictable  reason  for  opti¬ 
mism  about  the  U.S.  economy  in  2014  is  the  waning  drag  from  fiscal  policy 
and  reduced  fiscal  uncertainty.  In  December,  a  bipartisan  budget  agreement 
averted  a  second  round  of  discretionaiy  sequester  cuts  that  were  scheduled 
to  go  into  effect  in  January  and  also  relieved  a  portion  of  the  cuts  that  had 
already  taken  place  during  the  preceding  year.  While  Congress  could  do 
substantially  more  to  support  job  growth  and  economic  opportunity,  the 
economy  is  unlikely  to  face  anything  like  the  fiscal  consolidation  seen  at 
the  Federal  level  in  2013,  with  deficit  reduction  continuing  at  a  much  more 
gradual  pace  going  forward.  As  part  of  the  budget  deal.  Congress  also  agreed 
on  discretionaiy  funding  levels  for  the  remainder  of  FY  2014  and  all  of  FY 
2015,  offering  a  way  to  avoid  another  counterproductive  shutdown.  Earlier 
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this  year,  Congress  passed  appropriations  bills  for  FY  2014  consistent  with 
these  spending  levels  and  also  extended  the  debt  limit  into  2015. 

As  fiscal  headwinds  ease  at  the  Federal  level,  State  and  local  gov¬ 
ernments  are  also  showing  encouraging  signs.  After  shedding  more  than 
700,000  jobs  from  2009  to  2012,  State  and  local  governments  added  32,000 
jobs  in  2013. 

Improved  household  finances.  American  households  saw  trillions 
of  dollars  in  wealth  wiped  out  as  a  result  of  the  recession,  but  recent  data 
indicate  that  a  large  degree  of  progress  has  been  made  in  the  recovery.  As 
of  the  third  quarter  of  2013,  real  per-capita  household  wealth  had  recouped 
over  80  percent  of  the  large  decline  from  its  peak,  reflecting  gains  in  hous¬ 
ing  and  stock  prices,  as  well  as  the  progress  households  have  made  in 
deleveraging.  Moreover,  the  household  debt  service  ratio — the  estimated 
required  payments  on  mortgage  and  consumer  debt  as  a  share  of  disposable 
income — was  9.9  percent  in  the  third  quarter  of  2013,  the  lowest  since  the 
data  began  in  1980,  and  down  from  13  percent  in  2007.  Further  improve¬ 
ments  in  household  finances  and  expanded  access  to  credit  will  contribute 
to  strengthening  in  consumer  spending.  Looking  over  the  course  of  the 
recovery,  real  personal  consumption  expenditures  have  grown  just  2.2 
percent  at  an  annual  rate,  compared  with  the  2.9  percent  pace  during  the 
2000s  expansion  period,  a  fact  that  partly  reflects  the  lingering  after-effects 
of  the  financial  crisis.  A  noticeable  pickup  in  consumer  spending— which 
comprises  more  than  two-thirds  of  the  U.S.  economy — would  represent  an 
important  step  toward  turning  the  page  on  the  crisis  era. 

While  the  aggregate  statistics  on  household  wealth  paint  a  picture  of 
improvement,  too  many  families  have  not  shared  in  the  gains.  For  instance, 
middle-income  households  have  on  average  a  larger  fraction  of  wealth  in 
their  homes  relative  to  equities,  and  house  prices — despite  recent  improve¬ 
ments — have  not  recovered  as  sharply  as  equities,  which  represent  a  larger 
fraction  of  the  wealth  held  by  upper-income  households.  The  challenges  of 
ensuring  that  more  Americans  share  in  the  gains  from  economic  groMh  are 
discussed  in  additional  detail  later  in  the  chapter. 

Structural  Trends 

Along  with  these  positive  near-term  developments,  this  report  also 
highlights  three  longer-term,  structural  trends  that  have  emerged  recently 
and  will  support  growth  on  a  sustained  basis  into  the  future. 

Domestic  energy  boom  and  changes  in  energy  use.  The  first  major 
trend  is  the  dramatic  increase  in  domestic  energy  production  combined  with 
a  shift  in  the  use  of  energ)'  that  represents  an  important  opportunity  not 
just  for  the  economy,  but  also  for  America’s  security  and  climate.  Current 
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Domestic  Crude  Oil  Production  and  Net  Imports,  2000-2013 
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Note:  Not  scitsonally  adjusted. 
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projections  indicate  that  the  United  States  became  the  Avorld’s  largest 
producer  of  oil  and  gas  in  2013,  exceeding  both  Russia  and  Saudi  Arabia. 
As  noted  earlier,  domestic  production  of  crude  oil  rose  above  imports  in 
October  for  the  first  time  since  1995  (Figure  1-7),  and  further  increases  in 
domestic  production  and  reduced  oil  imports  are  expected  in  the  coming 
years.  Moreover,  natural  gas  production  continued  to  rise  in  2013  from  the 
2012  record  high  and  is  up  more  than  20  percent  over  the  past  five  years. 
The  power  sector  has  undertaken  a  shift  from  coal  to  natural  gas,  which  was 
responsible  for  27  percent  of  our  overall  energ)'  consumption  in  2012,  up 
from  24  percent  in  2008.  But  the  progress  is  not  limited  to  oil  and  gas — con¬ 
sistent  with  the  President’s  “all  of  the  above”  energy  strategy,  great  strides 
have  also  been  made  in  renewables  and  energ)'  efficiency.  Wind  and  solar 
power  generation  have  each  more  than  doubled  since  the  President  took 
office,  Avhile  oil  consumption  has  fallen  over  this  time,  as  stronger  fuel  econ¬ 
omy  standards  and  investments  in  cutting-edge  technologies  have  led  to  the 
most  fuel-efficient  light  vehicle  fleet  ever.  This  broad-based  energ)'  boom 
supports  jobs  directly  in  production  and  distribution,  and  also  indirectly, 
by  making  the  United  States  more  attractive  as  a  location  for  multi-national 
firms  in  energ)'-intensive  industries  like  manufacturing. 

The  President  recently  announced  new  steps  to  further  capitalize  on 
these  exciting  developments  in  the  energ)'  sector  and  reduce  our  dependence 
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on  foreign  energy  sources  while  creating  new  jobs.  In  the  2014  State  of  the 
Union  address,  the  President  announced  his  intention  to  forge  ahead  with 
new  executive  actions  that  will  improve  the  fuel  efficiency  of  the  nation’s 
trucking  fleet  and  help  states  and  localities  attract  investment  in  new  facto¬ 
ries  powered  by  natural  gas. 

Although  many  of  the  recent  trends  in  the  energ)^  sector  are  positive, 
looking  ahead  over  the  coming  decades,  climate  change  continues  to  pose 
considerable  threats  to  America’s  environment,  economy,  and  national 
security.  The  combined  effects  of  shifting  electricity  production  from  coal  to 
cleaner-burning  natural  gas,  large  increases  in  wind  and  solar  power  genera¬ 
tion,  and  ongoing  progress  in  energy  efficiency  have  made  a  large  contribu¬ 
tion  to  reducing  national  energy-related  carbon  dioxide  emissions  by  more 
than  10  percent  since  2005.  In  his  Climate  Action  Plan,  the  President  set  out 
the  concrete  steps  that  the  Administration  is  taking  to  address  the  costs  of 
climate  change  through  new  actions  to  reduce  greenhouse  gas  emissions  and 
prepare  for  the  future  climate  changes  that  are  an  inevitable  consequence  of 
past  emissions.  The  President  has  also  recently  directed  his  Administration 
to  continue  working  with  states,  utilities,  and  other  stakeholders  to  set  new 
standards  on  carbon  pollution  from  power  plants. 

Health  care  cost  slowdown.  The  second  structural  trend  is  the  slow¬ 
down  in  the  growth  of  health  care  costs.  The  growth  rate  of  real  per-capita 
health  care  expenditures  from  2010  to  2012  was  the  lowest  since  the  Center 
for  Medicare  and  Medicaid  Services  data  began  in  the  1960s  (Figure  1-8), 
and  preliminary  data  and  projections  indicate  that  slow  growth  continued 
into  2013.  As  detailed  in  Chapter  4,  this  historic  slowdown  in  health  care 
cost  growth  does  not  appear  to  be  merely  an  after-effect  of  the  recession. 
The  slowdown  has  persisted  even  as  the  economic  recovery  has  unfolded, 
and  it  is  evident  in  areas  like  Medicare  as  well  as  in  the  gap  between  health 
care  price  inflation  and  overall  inflation,  neither  of  which  should  be  sensitive 
to  cyclical  fluctuations.  Chapter  4  also  presents  evidence  that  some  already- 
implemented  features  of  the  Affordable  Care  Act,  including  reductions  in 
overpayments  to  Medicare  providers  and  private  insurers  as  well  as  payment 
reforms  that  incentivize  better  patient  outcomes,  are  contributing  to  this 
trend.  Primarily  as  a  consequence  of  slower  health  care  cost  growth,  the 
Congressional  Budget  Office  has  marked  down  its  forecast  of  spending  on 
Medicare  and  Medicaid  in  the  year  2020  by  about  13  percent  relative  to  the 
projection  it  issued  in  August  2010.  Employers  and  families  are  also  likely 
to  see  significant  benefits  as  health  care  places  less  pressure  on  employers’ 
compensation  costs,  and  the  resulting  savings  are  passed  on  to  workers  in 
the  form  of  higher  wages. 
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Growth  in  Real  Per  Capita  National  Health  Spending,  1961-2013 

Annual  |XM  cenl  change 


Note:  Data  for  2013  is  a  projection. 

Sotircc:  (enters  for  Medicare  and  Medieaid  Sen  iees,  National  Health  lApenditnre  .\ceoimts;  Hnreau  of 
1  cononiic  Analysis,  National  Income  and  Product  Accounts;  CiHA  calculations. 


Expansion  of  innovation.  The  third  emerging  trend  that  presents  a 
major  opportunity  for  long-term  growth  is  the  rapid  advance  in  telecom¬ 
munications  technolog)',  particularly  in  fast  and  widely  available  wired  and 
wireless  broadband  networks,  and  in  their  capacity  to  allow  mobile  devices 
to  take  advantage  of  cloud  computing.  The  economic  potential  of  these  tech¬ 
nologies  and  the  broader  context  of  U.S.  productivity  growth  are  discussed 
in  greater  detail  in  Chapter  5.  From  2009  to  2012,  annual  investment  in  U.S. 
wireless  networks  grew  more  than  40  percent  from  $21  billion  to  $30  billion, 
and  the  United  States  now  leads  the  world  in  the  availability  of  advanced  4G 
wireless  broadband  Internet  sendees.  This  infrastructure  is  at  the  center  of 
a  vibrant  ecosystem  that  includes  smartphone  design,  mobile  app  develop¬ 
ment,  and  the  deployment  of  these  technologies  in  sectors  like  business, 
health  care,  education,  public  safety,  entertainment,  and  more.  All  told,  the 
expansion  of  advanced  telecommunications  technology — along  with  the 
slowdown  in  health  care  cost  growth  and  the  rise  in  domestic  energy  pro¬ 
duction — are  major  reasons  to  be  upbeat  about  the  U.S.  economy’s  growth 
prospects  in  the  coming  years. 

Long-Term  Fiscal  Sustainability 

To  the  extent  these  structural  trends  continue  to  unfold  and  support 
stronger-than-projected  economic  growth  in  the  years  ahead,  they  will 
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help  move  the  Federal  government  closer  to  fiscal  sustainability  over  the 
medium-  and  long-run.  The  steep  decline  in  the  Federal  deficit  over  the  last 
several  years  discussed  earlier  has  been  accompanied  by  similar  improve¬ 
ment  in  the  long-term  fiscal  outlook.  One  key  gauge  of  the  long-term  fiscal 
outlook  is  the  fiscal  gap,  which  represents  the  amount  of  tax  increases  or 
spending  cuts  as  a  share  of  GDP  required  in  the  present  to  stabilize  the 
debt-to-GDP  ratio  over  the  next  75  years.  While  long-run  fiscal  projections 
are  always  subject  to  a  wide  margin  of  error,  recent  estimates  of  the  fiscal 
gap  are  smaller  than  those  issued  just  a  few  years  ago.  These  improvements 
are  thanks  in  large  part  to  the  aforementioned  slowdown  in  health  care 
cost  growth,  including  the  cost-saving  measures  in  the  Affordable  Care  Act 
together  with  other  spending  restraint  and  the  restoration  of  higher  tax  rates 
on  high-income  households. 

The  Challenges  That  Remain  and  the 
President’s  Plans  to  Address  Them 

In  the  five  years  since  the  depths  of  the  Great  Recession,  the  U.S.  econ¬ 
omy  has  strengthened  considerably.  Nevertheless,  many  of  the  challenges 
left  in  the  wake  of  the  recession  linger,  as  do  other  challenges  that  built  up 
in  the  decades  before  the  recession.  Presently,  the  first  and  most  immediate 
imperative  is  to  support  the  recovery  and  continue  to  restore  the  economy 
to  its  full  potential.  But  going  forward,  it  will  also  be  critical  to  find  ways  to 
expand  the  economy’s  potential  and  to  ensure  that  all  Americans  have  the 
opportunity  to  experience  the  prosperity  that  they  help  create. 

Continuing  to  Restore  the  Economy  to  its  Full  Potential 

Despite  the  8.5  million  private-sector  jobs  added  over  the  last  47 
months  and  the  decline  in  the  unemployment  rate  to  a  five-year  low,  the 
economy  has  not  fully  healed  from  the  massive  blow  of  the  Great  Recession, 
and  helping  restore  the  economy  to  its  full  potential  is  the  most  immediate 
challenge  policymakers  face.  This  imperative  can  in  large  part  be  understood 
through  the  prism  of  the  U.S.  labor  market,  which  is  currently  subject  to 
multiple  distinct  but  closely  related  challenges.  First,  given  the  magnitude  of 
the  job  losses  stemming  from  the  Great  Recession  and  the  need  to  add  jobs 
to  support  a  growing  working-age  population,  the  economy  continues  to 
exhibit  an  absolute  shortfall  in  the  number  of  jobs. 

Moreover,  while  the  long-term  unemployment  rate  has  trended  down, 
it  still  remains  markedly  elevated.  As  shown  in  Figure  1-9,  the  prevalence  of 
persons  unemployed  for  26  weeks  or  less  has  returned  to  its  pre-recession 
average  (4.2  percent  of  the  labor  force  in  Januaiy  2014,  same  as  the  average 
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Unemployment  Rate  by  Duration,  1994-2014 
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defined  by  ihe  Nalional  If  ureau  of  1  xonomic  Reseaieh.  Shading  denotes  recession. 

Souree:  Hiiieau  of  I  alxii  Slatisties,  ( liinenl  Population  Sur\  ey;  etileulations. 


from  2001  to  2007),  but  the  long-term  unemployment  rate  is  more  than 
twice  what  it  was  during  the  pre-crisis  years  (2.3  percent  in  Januar)'  2014 
compared  with  1.0  percent  on  average  from  2001  to  2007).  Reducing  long¬ 
term  unemployment  presents  a  major  challenge  because  these  individuals 
may  face  stigmatization  from  employers  or  experience  skill  deterioration. 

Even  as  the  economy  continues  to  add  jobs,  it  will  also  be  important 
to  see  a  concurrent  recovery  in  the  volume  of  job-to-job  mobility.  The  flow 
of  workers  across  firms  plays  a  critical  role  in  the  economy  because  job 
mobility  enables  rising  productivity  and  wages  as  individuals  switch  to  jobs 
for  which  they  are  better  suited.  However,  in  recent  months  there  have  been 
fewer  than  9  million  combined  hires  and  separations  a  month,  compared 
with  more  than  10  million  a  month  on  average  from  2005  to  2007.  The  rate 
of  voluntar)^  separations— a  measure  of  workers’  confidence  in  labor  market 
conditions— also  remains  below  pre-recession  levels. 

As  the  unemployment  rate  trends  down  and  worker  mobility  picks 
up,  real  wages  should  grow  more  quickly;  but  currently,  the  sluggish  real 
wage  growth  seen  in  recent  years  represents  another  serious  outstanding 
challenge  in  the  labor  market.  Real  wage  growth  remained  positive  for  most 
of  2013,  a  key  sign  of  the  progress  being  made  (Figure  1-10).  However,  as 
discussed  in  greater  depth  below,  substantially  faster  real  wage  increases  will 
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I'igluc  1-10 

Growth  in  Real  Average  Hourly  Earnings  for 
Production  and  Nonsupervisory  Workers,  2007-2014 

12-nionlh  i>crccnt  change 


Note:  Shading  denotes  recession. 

Sotiree:  Uureauof  litlxn  Statistics,  Real  liamings. 


I'igiirc  1-11 

Real  Median  Family  Income,  1980-2012 

201 2  dollars 


Note:  Shading  denotes  recession. 

Source:  C'cnsus  Bureau,  Historical  Income  Data. 
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be  needed  to  make  up  for  a  decades-long  trend  of  average  wages  failing  to 
keep  pace  with  productivity  gains. 

The  typical  family’s  inflation-adjusted  income  has  also  been  slow  to 
recover.  The  Census  Bureau  reported  in  September  that  the  median  family 
earned  $62,241  during  2012,  little  changed  in  real  terms  from  the  preceding 
year  (Figure  1-11).  After  increasing  cumulatively  less  than  half  a  percent  in 
the  seven  years  leading  up  to  the  recession,  real  median  family  income  fell 
markedly  during  the  recession  and  its  aftermath  and,  as  of  2012,  was  still  8 
percent  below  its  previous  peak.  Going  forward,  this  is  an  important  indica¬ 
tor  of  the  way  in  which  the  recover)^  makes  progress  for  the  middle  class. 

To  speed  the  recoveiy,  boost  job  creation,  and  tighten  labor  markets 
so  as  to  put  upward  pressure  on  median  wages,  the  President  has  repeatedly 
called  for  investment  in  America’s  infrastructure.  This  type  of  investment 
would  not  only  help  address  the  1 1  percent  average  unemployment  rate  in 
the  construction  sector  during  2013,  but  would  also  foster  stronger  long- 
run  growth.  In  the  2014  State  of  the  Union,  the  President  renewed  his  call 
for  using  the  one-time  revenue  associated  with  the  transition  to  a  reformed 
business  tax  system  to  finance  a  major  modernization  of  U.S.  transportation 
infrastructure.  But  in  the  absence  of  the  necessary  Congressional  action  on 
this  proposal,  the  President  will  press  ahead  in  other  ways  by  speeding  up 
the  permitting  process  for  new  construction  projects. 

In  addition,  the  President’s  budget  includes  an  Opportunity,  Growth, 
and  Security  initiative,  which  will  finance  additional  discretionaiy  invest¬ 
ments  in  areas  such  as  education,  research,  infrastructure,  and  national 
security.  The  $56  billion  initiative  is  evenly  split  between  defense  and 
non-defense  and  is  fully  paid  for  with  mandatory  spending  reforms  and  tax 
loophole  closers — and  would  both  speed  the  return  of  the  economy  to  its  full 
potential  and  also  expand  that  potential. 

In  addition  to  the  challenges  in  the  areas  of  jobs  and  income,  the  hous¬ 
ing  sector  represents  another  key  area  with  scope  for  further  improvement. 
As  shown  in  Figure  1-12,  construction  activity  fell  so  far  in  the  wake  of  the 
recession  that,  despite  notable  gains  in  recent  years,  the  rate  of  permitting 
for  new  residential  sites  still  remains  well  below  the  level  suggested  by  demo¬ 
graphic  trends  and  home  depreciation.  To  help  unlock  this  potential,  steps 
must  be  taken  to  bring  certainty  to  the  mortgage  finance  system,  and  also 
to  support  communities  that  were  particularly  hard  hit  when  the  housing 
bubble  burst  and  are  still  coping  with  a  legacy  of  foreclosures  and  blight. 

Expanding  the  Economy’s  Potential 

In  addition  to  taking  steps  that  speed  the  economy’s  return  to 
full  potential,  the  Administration  continues  to  push  simultaneously  for 
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Figure  1-12 

Building  Permits  for  New  Residential  Units,  1960-2014 

Thousands,  seasonally  adjusted  anniuil  rate 


Note:  Cl  iA  esliinales  that  approximatch  1  .(>  million  new  units  per  scar  arc  needed  to  keep  pace  w  ith 
household  fonnation  and  home  depreciation.  Shading  denotes  recession. 

Source;  Census  Uureau,  .New  Residential  Construction;  Cli\  calculations. 


measures  that  will  expand  that  potential.  To  understand  the  importance  of 
this  goal,  consider  that  an  American  worker  in  2012  could  produce  more 
than  four  times  as  much  per  hour  as  his  or  her  counterpart  in  1948.  About  10 
percent  of  the  increase  is  due  to  improvements  in  the  composition  of  labor, 
mostly  because  of  greater  education,  and  38  percent  is  due  to  increases  in 
the  amounts  of  capital  that  workers  have  at  their  disposal.  Fully  52  percent 
is  due  to  increases  in  total  factor  productivity,  or  what  the  Bureau  of  Labor 
Statistics  calls  multifactor  productivity,  which  reflects  technological  change 
as  well  as  the  scale  of  markets  and  organization  of  production  processes. 

4'he  growth  of  total  factor  productivity  can  vary  widely  year-to-year, 
but  the  longer-term  trends  can  be  broadly  illustrated  by  splitting  the  last 
60  years  into  three  periods,  as  shown  in  Figure  1-13.  First,  from  the  1950s 
through  the  early  1970s,  total  factor  productivity  grew  at  a  relatively  rapid 
1.8  percent  annual  rate,  fueled  in  part  by  public  investments  like  the  inter¬ 
state  highway  system  and  the  commercialization  of  innovations  from  World 
War  II  like  the  jet  engine  and  synthetic  rubber.  Then,  from  the  mid  1970s  to 
the  mid  1990s,  the  rate  of  total  factor  productivity  growth  slowed  substan¬ 
tially,  to  just  0.4  percent  a  year.  The  causes  of  this  slowdown  have  been  the 
subject  of  extensive  academic  debate,  with  some  evidence  pointing  to  the 
disruptive  effect  of  higher  and  volatile  oil  prices.  Finally,  from  the  mid  1990s 
through  the  latest  available  data  for  2012,  total  factor  productivity  growth 
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I'igurc  1-13 

Growth  in  Total  Factor  Productivity,  1953-2012 

Annual  ]icrccnl  change 


Note:  I'hc  dotlccl  lines  divide  the  Iasi  60  years  inlo  three  |x:ricxls  that  broadly  reflect  three  "cpisrxles"  in 
pr<xhieti\  ily  grow  th.  1  or  the  nonfarin  business  sector. 

Source:  Bureau  of  I  xibor  Statistics,  Mullifaelor  I’loduetivity;  (di.\  calculations. 


picked  up  to  a  1.1  percent-a-year  rate,  in  part  reflecting  vast  improvements 
in  computer  technology  and  software  during  this  time.  Although  differences 
across  these  episodes  may  seem  small,  over  time  they  compound  to  enor¬ 
mous  differences  in  output  and  living  standards. 

While  the  growth  rate  of  total  factor  productivity  is  always  critical  to 
an  economy’s  long-run  potential,  the  projected  slowdown  in  the  growth  of 
America’s  workforce  due  to  the  aging  of  the  population  places  even  greater 
emphasis  on  productivity  going  forward.  Since  an  economy’s  potential 
output  depends  fundamentally  on  the  number  of  workers  and  the  average 
output  per  worker,  slower  productivity  growth  can  in  theory  be  offset  by 
rapid  population  growth.  And  during  the  aforementioned  1974  to  1995 
period  marked  by  slower  total  factor  productivity  growth,  the  working-age 
(16  to  64)  population  continued  to  expand  at  a  solid  rate  of  more  than  1 
percent  a  year.  However,  the  Census  Bureau  projects  that  over  the  20  years 
from  2012  to  2032,  the  working-age  population  will  grow  only  0.3  percent  a 
year,  largely  a  consequence  of  the  aging  of  the  baby  boomers  into  retirement. 
Thus,  looking  ahead,  productivity-enhancing  investments  are  likely  to  be  as 
critical  as  ever. 

The  President  has  several  key  proposals  that  will  expand  the  U.S. 
economy’s  long-run  potential.  Comprehensive  immigration  reform  would 
counteract  the  slower  growth  of  America’s  workforce  by  attracting  highly 
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skilled  inventors  and  entrepreneurs  to  create  jobs  in  the  United  States. 
The  Congressional  Budget  Office  (2013b)  has  affirmed  that  the  bipartisan 
bill  passed  by  the  Senate  would  raise  the  economy’s  productivity  and  total 
output. 

In  addition,  while  the  Opportunity,  Growth  and  Security  initiative, 
infrastructure  investments,  and  business  tax  reform  proposals  discussed  ear¬ 
lier  will  speed  the  recovery  in  the  near  term,  these  steps  will  also  help  make 
the  economy  more  productive  over  the  long  run.  Specifically,  the  President’s 
framework  for  business  tax  reform  would  expand  the  economy’s  potential 
by  reducing  the  distortions  in  the  current  system  that  skew  investment  deci¬ 
sions.  By  developing  a  system  that  is  more  neutral,  corporate  decision  mak¬ 
ers  can  act  for  business  reasons,  not  tax  reasons,  creating  an  environment  in 
which  capital  will  flow  to  the  most  efficient  purposes. 

Expanding  the  economy’s  potential  also  means  ensuring  that  the 
Federal  budget  is  fiscally  sustainable  over  the  medium-  and  long-run.  Fiscal 
sustainability  frees  up  resources  for  productive  investment  and  reduces 
borrowing  from  abroad  that  would  ultimately  require  commensurate  reduc¬ 
tions  in  future  national  income.  For  these  reasons,  the  President’s  budget 
proposals  have  repeatedly  included  additional  steps  toward  long-run  fiscal 
sustainability,  including  proposals  to  promote  additional  efficiencies  in 
the  health  care  system  and  limit  tax  benefits  and  loopholes  for  the  highest 
earners.  The  Administration  has  also  placed  substantial  emphasis  on  using 
evidence  and  evaluation  in  the  budgeting  process,  as  discussed  in  Chapter  7. 
'fhese  practices  will  help  make  the  Federal  Government  more  efficient  and 
save  taxpayer  money  for  years  to  come. 

Executive  actions — including  establishing  new,  innovative  manufac¬ 
turing  institutes  and  expanding  the  SelectUSA  initiative  to  attract  foreign 
investment — will  also  help  improve  productivity  and  create  well-paying  jobs 
in  the  United  States.  Further,  the  Administration  continues  to  negotiate  new 
trade  and  investment  partnerships  with  Europe  and  Asia,  to  help  American 
consumers,  the  American  businesses  that  sell  their  products  overseas,  and 
the  workers  they  employ.  The  President  is  asking  Congress  for  the  Trade 
Promotion  Authority  he  will  need  to  make  these  agreements  a  reality. 

Promoting  Economic  Opportunity 

I'he  third  major  challenge  the  economy  faces  is  the  need  to  ensure 
that  every  American  has  an  opportunity  to  realize  their  full  potential  and 
partake  in  the  prosperity  they  help  create.  Since  the  late  1970s,  the  United 
States  has  seen  a  major  increase  in  income  inequality  due  to  a  combination 
of  technological  change,  globalization,  changes  in  social  norms,  and  insti¬ 
tutional  shifts  like  the  erosion  of  the  inflation-adjusted  minimum  wage  and 
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l-is>urc  1-14 

Share  of  National  Income  Earned  by  Top  1  Percent,  1915-2012 

I'crccni 


Note:  I'Acliidcs  capital  oains. 

Source:  Scptcinbcr  2013  update  to  I’ikctty  and  Sac/,  (2003). 


Figure  1-15 

Growth  in  Productivity  and  Average  Wage,  1947-2013 

Index,  1947=1(X)  (log  scale) 


Nolc:  Real  oulpul  jx.‘r  hour  is  for  all  workers  in  the  nonfami  business  st‘Clor.  Average  wage  is  for  j)riN  ate  prtxluetion  and 
nonsujxT>isor>  workers.  Oulpul  deflator  is  the  price  index  for  nonfanii  business  output.  C?PI  deflator  is  the  Data 

on  w  ages  before  19f4  rcllccl  SIC'-based  industry  classifications. 

Source;  Hureau  of  laboi  Statistics,  hoducti^il^  and  C  osts,  C  urrent  1  unploymenl  Statistics;  (’li.\  calculations. 
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the  decline  in  union  membership.  As  shown  earlier,  in  2012,  the  median  U.S. 
family’s  inflation-adjusted  income  was  less  than  it  was  in  1997.  In  contrast, 
separate  data  derived  from  administrative  tax  records  show  that  the  top  1 
percent  of  tax  units — who  earned  an  average  of  more  than  $1  million  in 
2012 — received  19.3  percent  of  total  income  (excluding  income  from  capital 
gains,  which  can  be  highly  volatile  year-to-year),  the  largest  share  since  1928 
(Figure  1-14). 

These  statistics  are  symptomatic  of  a  troubling  disconnect  between 
the  economy’s  productivity  and  ordinary  workers’  wages  that  has  emerged 
over  the  last  40  years.  As  shown  in  Figure  1-15,  real  average  hourly  earn¬ 
ings  for  production  and  nonsupervisory  employees  roughly  kept  pace  with 
productivity  growth  in  the  nonfarm  business  sector  during  the  early  postwar 
years.  But  starting  around  the  1970s,  a  large  gap  emerged  between  overall 
productivity  and  an  ordinar)'  worker’s  take-home  pay.  Several  factors  may 
be  contributing  to  this  gap,  including  the  relatively  rapid  increase  in  non¬ 
wage  compensation  like  employer-sponsored  health  insurance,  as  well  as  the 
likelihood  that  productivity  gains  may  translate  into  higher  pay  differently 
across  occupations.  Moreover,  the  gap  is  substantial  regardless  of  whether 
one  adjusts  for  inflation  using  the  Consumer  Price  Index,  which  is  more 
indicative  of  the  typical  household’s  purchasing  power,  or  using  the  price 
index  for  total  nonfarm  business  output,  which  allows  for  a  more  direct 
comparison  with  the  productivity  data.  Ultimately,  the  Figure  illustrates  the 
growing  concern  that  too  many  ordinary  workers  are  being  left  behind,  and 
helps  explain  why  the  President  has  said  that  the  basic  bargain  in  America — 
that  those  who  work  hard  will  have  the  chance  to  get  ahead — has  frayed. 

To  address  this  issue  and  to  restore  a  greater  measure  of  fairness 
and  opportunity  to  the  economy,  the  President  has  proposed  a  number  of 
important  measures.  In  the  near  term,  the  most  direct  step  is  to  raise  the 
minimum  wage,  which,  after  adjusting  for  inflation,  has  declined  by  more 
than  one-third  from  its  peak  in  the  1960s  and  is  now  worth  less  than  it  was 
when  President  Ronald  Reagan  first  took  office  in  1981.  Along  with  a  mini¬ 
mum  wage  increase,  the  President  has  also  called  for  other  measures  that 
would  help  those  striving  to  join  the  middle  class,  including  an  expansion 
of  the  Earned  Income  Tax  Credit  for  workers  without  children.  In  addition 
to  these  immediate  steps,  the  President  has  set  out  a  range  of  ideas  to  invest 
in  education  and  equip  workers  with  the  skills  they  will  need  to  compete 
in  the  global  economy  for  years  to  come.  For  instance,  the  ConnectEd  pro¬ 
gram  continues  to  move  forward,  putting  high-speed  Internet  in  classrooms 
across  America,  and  the  Administration  has  also  secured  over  150  new  com¬ 
mitments  from  universities,  businesses,  and  nonprofits  to  improve  college 
opportunity  and  outcomes  for  students  from  low-income  families. 
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Along  with  steps  that  create  jobs,  boost  incomes,  and  invest  in  edu¬ 
cational  opportunities,  the  President  is  pursuing  measures  to  ensure  that 
families  can  experience  a  greater  degree  of  financial  security.  Three  million 
young  adults  under  age  26  have  gained  coverage  through  their  parents’  plans 
because  of  the  Affordable  Care  Act,  another  4  million  people  enrolled  in 
insurance  plans  through  State  and  Federal  marketplaces  as  of  late  February, 
and  millions  more  have  been  determined  eligible  for  State  Medicaid  pro¬ 
grams.  Additionally,  in  the  2014  State  of  the  Union,  the  President  announced 
the  creation  of  MyRA,  a  new  safe  and  easy-to-use  savings  vehicle  that  can 
help  millions  Americans  start  saving  for  retirement. 

Conclusion 

The  challenges  discussed  above  are  substantial,  but  the  President 
believes  that  it  is  well  within  our  capacity  as  a  Nation  to  address  these 
issues  and  to  move  toward  shared  and  sustainable  growth.  The  President 
has  set  out  an  ambitious  agenda  to  support  the  recovery  in  the  near  term, 
while  building  on  emerging  strengths  to  expand  the  economy’s  potential 
over  the  long  term.  In  this  context,  the  President  also  remains  focused  on 
restoring  greater  measures  of  fairness  and  opportunity  to  our  economy,  to 
strengthen  the  middle  class  and  give  a  boost  to  those  striving  to  join  it.  This 
agenda  includes  measures  to  create  new  well-paying  jobs,  continue  to  reduce 
dependence  on  foreign  energ)'  sources,  equip  workers  with  skills  to  compete 
in  the  global  economy,  support  those  hardest  hit  by  economic  change,  and 
provide  families  with  a  greater  sense  of  financial  security.  These  steps,  and 
the  rationale  underlying  them,  are  me  focus  of  the  pages  that  follow. 
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CHAPTER  2 

THE  YEAR  IN  REVIEW  AND 
THE  YEARS  AHEAD 


The  economy  continued  to  recover  and  strengthen  in  2013,  nearly  five 
years  after  the  worst  of  the  financial  crisis.  Building  on  the  progress 
of  the  previous  two  years,  businesses  added  2.4  million  jobs  over  the  12 
months  of  2013:  in  total,  the  private  sector  added  8.5  million  jobs  during  47 
montbs  of  consecutive  job  growth.  The  unemployment  rate  fell  1.2  percent¬ 
age  points  in  2013,  a  larger  decline  than  in  previous  years  and  more  than 
was  forecast  by  most  private-sector  economists.  Output  growth  started  the 
year  slowly,  largely  because  of  headwinds  from  fiscal  drag  and  slow  growth 
among  many  of  our  trading  partners  that  reduced  demand  for  U.S.  exports. 
Output  strengthened,  however,  in  the  second  half  of  the  year.  Overall,  real 
gross  domestic  product  (GDP)  grew  2.5  percent  during  the  four  quarters  of 
the  year,  up  from  the  2.0  percent  growth  during  each  of  the  preceding  two 
years.  Growth  in  consumer  spending,  homebuilding,  and  exports  supported 
aggregate  demand  growth.  Inventoiy  investment  was  also  a  positive  factor, 
partially  due  to  an  increase  in  agricultural  production  reflecting  a  plentiful 
crop  in  2013  following  a  year  of  drought  in  2012.  Federal  fiscal  policy  was  a 
drag  on  the  economy  because  of  the  tightening  due  to  the  expiration  of  the 
temporary  payroll  tax  cut  and  sequester-related  spending  cuts  beginning 
in  March,  and  because  of  the  uncertainty  caused  by  a  partial  government 
shutdown  in  October  and  the  brinksmanship  over  the  debt  limit.  Inflation 
remained  low  and  roughly  stable,  with  the  consumer  price  index  (CPI)  up 
1.5  percent  during  the  12  months  of  2013,  and  the  CPI  excluding  food  and 
energy  up  1.7  percent  over  this  period,  slightly  below  the  year-earlier  pace. 

Looking  ahead,  a  wide  variety  of  indicators  suggest  that  the  economy 
is  well  situated  for  a  pickup  in  growth  in  2014.  Following  the  largest  four- 
year  reduction  in  the  Federal  deficit  as  a  share  of  GDP  since  the  post-WWII 
demobilization.  Federal  fiscal  policy  will  be  much  less  of  a  drag  in  2014  and 
thus  will  likely  constrain  overall  growth  by  less  than  during  the  preceding 
years.  State  and  local  government  spending  appears  to  have  turned  the 
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corner,  with  purchases  increasing  during  the  second  and  third  quarters  of 
2013.  The  mid-February  action  of  Congress  to  suspend  the  debt  limit  until 
March  2015  relaxes  a  situation  that  had  been  headed  towards  unwelcome 
uncertainty. 

Although  the  economy  still  remains  challenging  for  many,  house¬ 
holds — on  average — are  in  an  improved  position  to  increase  spending  as 
they  have  further  reduced  their  debt  burden  and  seen  a  substantial  increase 
in  housing  and  stock-market  wealth.  More  household  wealth  will  facilitate 
an  increase  in  spending  on  consumer  durables  such  as  motor  vehicles,  which 
are  showing  their  age  and  due  for  replacement.  Homebuilding,  which  grew 
rapidly  last  year,  is  likely  to  continue  growing  on  a  path  up  to  levels  consis¬ 
tent  with  the  demographic  forces  of  the  next  decade,  with  mortgage  interest 
rates  still  below  their  pre-recession  levels,  despite  a  mid-2013  rise.  Business 
fixed  investment  also  has  potential  to  accelerate  after  relatively  slow  growth 
in  2013  as  aggregate  demand  picks  up  and  businesses  can  take  advantage  of 
their  sizeable  cash  flows. 

Nevertheless,  several  downside  risks  to  economic  growth  remain  in 
2014  as  unforeseen  events  both  domestically  and  internationally  may  pose  a 
risk  to  the  economy.  Recently,  for  example,  severe  cold  weather  and  storms 
in  the  United  States  and  a  global  reduction  in  asset  prices  have  contributed 
to  some  economic  activity  falling  below  trend  rates  of  growth  in  the  last  few 
months. 

The  pace  of  the  recovery  will  depend,  in  part,  on  policy  choices. 
Additional  measures  that  increase  aggregate  demand  would  add  impetus  to 
the  economy  in  2014.  In  particular,  the  Budget  also  includes  the  Opportunity, 
Growth,  and  Security  initiative,  which  will  finance  additional  discretion¬ 
ary  investments  in  areas  such  as  education,  research,  infrastructure,  and 
national  security.  The  $56  billion  initiative  is  evenly  split  between  defense 
and  non-defense  and  is  fully  paid  for  with  mandatoiy  spending  reforms  and 
tax  loophole  closers.  In  addition,  investments  in  infrastructure  or  extending 
emergency  unemployment  benefits  would  expand  demand  immediately 
while  measures  like  business  tax  reform  would  help  the  economy  by  increas¬ 
ing  certainty. 


Key  Events  of  2013 

Aggregate  Output  Growth  During  the  Year 

Growth  in  aggregate  economic  activity  was  fairly  steady  during  2013, 
with  quarterly  growth  rates  between  1.8  and  3.0  percent  at  an  annual  rate 
for  the  first  three  quarters  of  the  year,  as  measured  by  the  average  of  the 
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rigure  2-1 

Mean  GDP  Growth,  2007-2013 

Percent  change  at  an  aiunial  rate 


Note:  Mean  real  Cil)P  gnnv  ill  is  tlie  aserage  of  the  gro«  th  rates  ol  real  (IDP  and  retil  gross  doniestie  ineonie 
(CiDl).  Ilic  bullets  show  mean  (iDP  and  the  bars  shon  the  (IDl’  and  (iDl  growth  in  eaeh  quailer.  TIk 
estimate  for  2013:Q4  is  for  CiDl'  only.  Sliading  denotes  reeession 
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income-  and  product-side  of  real  GDP  (Figure  2-1).*  During  the  four  quar¬ 
ters  of  the  year,  growth  was  strong  in  exports  (4.9  percent)  and  in  residential 
investment  (6.6  percent),  and  moderate  in  business  fixed  investment  (3.0 
percent)  and  consumer  spending  (2.1  percent).  State  and  local  purchases 
edged  up  slightly  following  four  years  of  decline,  while  Federal  spending  fell 
6.2  percent. 

Fiscal  Policy 

Federal  fiscal  policy  evolved  through  several  near-  or  after-deadline 
Congressional  actions  that  made  fiscal  policy  uncertain  and  created  a  dif¬ 
ficult  planning  environment  for  businesses  and  consumers. 

'Foward  the  end  of  2012,  policy  focused  on  the  potential  negative 
effects  of  the  “fiscal  cliff,”  a  confluence  of  expiring  tax  cuts  and  scheduled 
spending  declines  that  were  on  track  to  occur  simultaneously,  which  might 
have  resulted  in  a  sharp  fiscal-policy  tightening  on  January  1,  2013.  The 
Congressional  Budget  Office  (CBO)  estimated  that  these  policies,  if  allowed 
to  occur,  would  have  lowered  real  GDP  growth  by  about  2.25  percent  during 

'  Research  shows  that  an  average  of  the  two  growth  rates  is  better  correlated  with  a  wide 
variety  of  economic  indicators  than  either  the  product-side  measure  (which  is  headlined  in  the 
Commerce  Department  reports)  or  the  income-side  measure  alone  (Nalewaik  2010,  Economic 
Report  of  the  President  1997,  pp.  72-74). 
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the  four  quarters  of  2013,  or  enough  to  cause  a  decline  in  real  GDP.  On  the 
tax  side,  the  2001  tax  cuts,  previously  extended  through  2012,  were  expir¬ 
ing.  Also  expiring  at  the  end  of  2012  was  a  2-percentage  point  cut  in  the 
Social  Security  payroll  tax  that  was  first  instituted  for  one  year  in  2011,  and 
an  increase  of  the  threshold  for  the  Alternative  Minimum  Tax  (AMT).  On 
the  spending  side,  defense  and  nondefense  spending  were  each  scheduled 
for  across-the-board  cuts  (sequestration)  of  $55  billion.  Medicare  payments 
to  physicians  and  emergency  unemployment  benefits  were  among  other 
spending  programs  scheduled  to  be  cut  in  January  2013. 

On  Januar)'  1,  2013,  Congress  passed  the  American  Taxpayer  Relief 
Act  of  2012  (ATRA).  The  ATRA  addressed  the  revenue  side  of  the  fiscal 
cliff  by  making  permanent  the  middle-class  tax  cuts,  indexing  the  AMT  to 
inflation  permanently,  and  raising  revenues  over  10  years  by  allowing  high- 
income  tax  cuts  to  expire.  The  ATRA  also  allowed  the  temporar)^  payroll 
tax  cut  to  lapse.  On  the  spending  side,  the  ATRA  extended  Emergency 
Unemployment  Compensation  and  delayed  the  Medicare  physician  cuts 
for  an  additional  year,  but  the  Act  delayed  sequestration  only  until  March 
1,  2013. 

When  Congress  failed  to  reach  a  budget  agreement  by  March  1,  allow¬ 
ing  the  sequester  to  go  into  effect,  cuts  to  discretionar)'  and  non-exempt 
mandatory  programs  were  distributed  over  the  remaining  seven  months 
of  the  fiscal  year  (rather  than  the  full  fiscal  year  in  the  sequester’s  original 
design).  As  a  result,  many  Federal  agencies  furloughed  civil  servants,  which 
reduced  Federal  compensation  by  $0.6  billion  at  an  annual  rate  in  tbe  second 
quarter  and  by  $5.5  billion  at  an  annual  rate  during  the  third  quarter  of  2013 
(a  total  of  $1.5  billion  not  at  an  annual  rate).  The  CBO  projected  that  the 
sequester  would  cut  750,000  jobs  and  reduce  growth  during  the  four  quar¬ 
ters  of  2013  by  a  0.6-percentage  point. 

The  debt  ceiling  had  technically  been  reached  on  December  31,  2012 
when  the  Treasuiy  Department  commenced  “extraordinary  measures”  to 
enable  the  continued  financing  of  the  government  through  mid-February. 
Around  the  end  of  February,  however.  Congress  passed  and  the  President 
signed  a  bill  that  suspended  the  debt  limit  though  May  18.  The  next  day,  on 
May  19,  the  debt  ceiling  was  reinstated  at  a  level  that  reflected  borrowing 
during  the  suspension  period,  but  no  more.  As  a  result,  the  Treasury  began 
applying  extraordinary'  measures  once  again  and,  in  late  September,  the 
Treasury  announced  that  these  extraordinaiy'  measures  would  be  exhausted 
by  October  1 7. 

Adding  to  the  debt-ceiling  stress,  more  uncertainty  arose  in  early 
October  when  the  continuing  resolution  needed  to  fund  the  government 
was  not  extended  into  the  new  fiscal  year  beginning  on  October  1.  As  a 
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result,  the  U.S.  Government  went  into  a  partial  shutdown.  About  850,000 
Federal  civilian  employees  were  initially  put  on  temporary  leave,  but  many 
civilian  Defense  Department  employees  were  recalled  during  the  second 
week  of  the  shutdown.  An  agreement  for  a  continuing  resolution  to  end 
the  shutdown  and  extend  the  debt  ceiling  was  reached  on  October  16,  and 
the  Federal  government  returned  to  normal  operations  the  next  day.  The 
Bureau  of  Economic  Analysis  (BEA)  has  estimated  that  the  shutdown  was 
directly  responsible  for  a  0.3  percentage  point  reduction  in  the  annual¬ 
ized  GDP  growth  rate  for  the  fourth  quarter,  although  this  estimate  does 
not  incorporate  indirect  effects  that  operate  through  reductions  in  private 
activity  dependent  on  government  services,  reductions  in  confidence,  or 
increases  in  uncertainty.  Gonfidence  in  government  policy,  as  measured 
by  the  Thompson  Reuters-University  of  Michigan  Survey,  fell  to  a  level  in 
October  which  was  in  the  bottom  5  percent  of  the  monthly  series  since  it 
began  in  1978. 

I'he  agreement  to  end  the  shutdown  (the  Continuing  Appropriations 
Act  of  2014)  funded  the  government  through  Januaiy  15,  2014,  and  sus¬ 
pended  the  debt  ceiling  until  February  7,  2014,  after  which  time  it  was 
suspended  again  until  March  2015.  In  mid-December,  Congress  passed 
an  agreement  to  provide  partial  relief  from  the  automatic  sequestration  of 
discretionary  spending  in  FY  2014  and  2015,  and  offset  those  increases  with 
increased  pension  contributions  from  new  Federal  civilian  employees,  as 
well  as  a  variety  of  higher  fees  and  spending  reductions.  'I’he  bill  provided 
only  an  overall  discretionary  cap  and,  in  Januar)',  Congress  passed  FY  2014 
appropriations  bills  consistent  with  these  spending  levels.  Notably,  the  bill 
would  fully  restore  cuts  to  Head  Start  programs,  which  provide  early  child¬ 
hood  education  to  children  from  low-income  families,  partially  restore  cuts 
to  medical  research  and  job  training  programs,  and  finance  new  programs 
to  combat  sexual  assault  in  the  military. 

As  a  result  of  this  fiscal  stringency  and  continued  GDP  growth,  the 
Federal  deficit-to-GDP  ratio  fell  2.7  percentage  points  to  4.1  percent  in  FY 
2013  and  ranks  among  one  of  the  largest  year-over-year  declines  ever  (Figure 
2-2).  'Fhe  deficit-to-GDP  ratio  in  FY  2009  was  elevated  by  the  steep  recession 
as  well  as  the  fiscal  stimulus  to  combat  that  recession  (See  Chapter  3).  Since 
then,  the  four-year  decline  in  the  deficit-to-GDP  ratio  of  5.7  percentage 
points  was  the  largest  since  the  demobilization  at  the  end  of  World  War  II. 
Overall  fiscal  support  substantially  raised  the  level  of  output  and  employ¬ 
ment  since  2009,  as  discussed  in  Chapter  3.  But  the  reduction  in  the  deficit, 
especially  in  2013,  has  acted  as  a  drag  on  growth  rates.  One  reason  for  the 
fiscal  drag  was  the  winding  down  of  various  countercyclical  fiscal  policies 
taken  during  the  recession.  Fiscal  drag  is  likely  to  moderate  substantially  in 
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I'Y  2014,  with  a  projected  further  0.4  percentage  point  decline  to  3.7  percent 
in  the  deficit  to  GDP  ratio  under  the  President’s  policies. 

Monetary  Policy 

In  2013,  the  Federal  Open  Market  Committee  (FOMC)  continued  to 
provide  substantial  policy  accommodation.  With  its  usual  tool — the  federal 
funds  rate — near  its  effective  lower  bound,  the  Committee  employed  both 
forward  guidance  for  the  federal  funds  rate  and  additional  purchases  of 
longer-term  securities. 

Fhe  FOMC  made  clear  its  intention  to  keep  the  target  range  for 
the  federal  funds  rate  “exceptionally  low”  and  maintained  throughout  the 
year  the  forward  guidance  it  issued  in  December  2012  indicating  that  the 
Committee  will  maintain  the  current  level  of  the  federal  funds  rate  at  least 
“as  long  as  the  unemployment  rate  remains  above  6.5  percent,  inflation 
between  one  and  two  years  ahead  is  projected  to  be  no  more  than  half  a  per¬ 
centage  point  above  the  Committee’s  2  percent  longer-run  goal,  and  longer- 
term  inflation  expectations  continue  to  be  well  anchored.”  Moreover,  in  its 
December  2013  statement,  the  FOMC  added  to  its  forward  guidance,  stating 
that  “The  Committee  now  anticipates,  based  on  its  assessment  of  these  fac¬ 
tors  (labor  market  conditions,  inflation,  and  inflation  expectations),  that 
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it  likely  will  be  appropriate  to  maintain  the  current  target  range  [of  0  to  Vi 
percent]  for  the  federal  funds  rate  well  past  the  time  that  the  unemployment 
rate  declines  below  6-1/2  percent  (emphasis  added),  especially  if  projected 
inflation  continues  to  run  below  the  Committee’s  2  percent  longer-run 
goal.”  This  additional  information  was  intended  to  provide  greater  clarity 
on  the  Committee’s  policy  intentions  once  the  unemployment  threshold  is 
crossed. 

With  regard  to  asset  purchases  during  2013,  the  Federal  Reserve 
continued  expanding  its  holding  of  mortgage-backed  securities  at  a  rate  of 
$40  billion  a  month  and  longer-term  Treasury  securities  at  a  pace  of  $45 
billion  a  month  in  an  attempt  to  “support  a  stronger  economic  recovery  and 
to  help  ensure  that  inflation,  over  time,  is  at  the  rate  most  consistent  with 
its  dual  mandate,”  to  achieve  “maximum  employment  and  price  stability.” 
In  the  period  leading  up  to  the  June  FOMC  meeting,  financial  market  par¬ 
ticipants  interpreted  some  Federal  Reserve  communications  as  implying  an 
earlier-than-expected  reduction  in  the  pace  of  purchases.  This  interpretation 
contributed  to  an  increase  in  market  volatility  and  a  marked  rise  in  longer- 
term  Treasury  yields  over  the  summer  that  were  only  partly  reversed  in  the 
fall,  as  the  Federal  Reseiwe  continued  to  purchase  assets  at  an  unchanged 
pace.  However,  at  its  December  meeting  the  FOMC  decided  to  begin  reduc¬ 
ing  the  pace  of  its  purchases  in  Januar)',  cutting  the  monthly  increase  in  its 
holdings  by  $10  billion  to  $75  billion.  In  addition,  the  Committee  indicated 
that  if  incoming  information  broadly  supports  its  expectation  of  ongoing 
improvement  in  labor  market  conditions  and  inflation  moving  back  toward 
its  longer-run  objective,  it  will  likely  reduce  the  pace  of  asset  purchases  in 
further  measured  steps  at  future  meetings.  This  tapering  of  asset  purchases 
was  continued  in  Januaiy  2014  as  announced  in  the  FOMC  meeting  that 
month. 

Financial  Markets 

Financial  developments  over  the  course  of  the  year  reflected  the 
evolving  economic  outlook  as  well  as  Federal  Reseiwe  communications.  In 
the  spring  and  the  summer,  speculation  about  a  possible  reduction  in  the 
pace  of  Federal  Reserve  asset  purchases  contributed  to  a  sizeable  increase  in 
longer-term  interest  rates  (Figure  2-3). 

Yields  on  10-year  Treasur)^  notes  were  1.7  percent  at  the  start  of 
May  before  rising  to  2.6  percent  in  July,  and  yields  continued  to  rise  to 
about  2.9  percent  just  before  tbe  September  FOMC  meeting.  In  response 
to  the  Committee’s  decision  to  leave  the  pace  of  purchases  unchanged  in 
September,  the  10-year  yield  retraced  part  of  the  summer  increase,  drop¬ 
ping  to  2.6  percent  for  the  month  of  October.  In  addition.  Federal  Reserve 
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communications  appeared  to  lead  investors  to  push  back  their  expectations 
for  the  timing  of  the  first  increase  in  the  federal  funds  rate  during  the  fall. 
Toward  the  end  of  the  year,  however,  the  better-than-expected  readings 
on  payroll  employment  and  on  other  economic  indicators,  followed  by  the 
FOMC’s  decision  to  reduce  the  pace  of  its  asset  purchases,  boosted  longer- 
term  Treasury  yields  in  the  final  weeks  of  2013.  The  10-year  Treasury  yield 
closed  2013  at  roughly  3  percent.  Short-term  rates  (such  as  the  rate  on  fed¬ 
eral  funds,  and  the  91 -day  Treasury'  bill  rate)  were  more  stable  throughout 
the  year — remaining  under  0.2  percent — although  expectations  of  future 
short-term  rates  fluctuated. 

In  October,  brinksmanship  over  the  debt  ceiling— which  was  expected 
to  be  hit  soon  after  October  17— and  the  two-week  government  shutdown 
weighed  heavily  on  financial  markets.  Through  September  and  early 
October,  several  indicators  of  financial  stress  reflected  market  participants’ 
concerns  about  the  debt  limit.  As  shown  in  Figure  2-4,  yields  on  specific 
Treasury  bills  maturing  around  that  time  increased  in  anticipation  of  poten¬ 
tial  delayed  payments. 

Moreover,  institutional  money  market  funds  saw  a  sizeable  $86  billion 
of  outflows  (about  5  percent  of  assets)  in  the  three-week  period  that  ended 
October  16.  Fidelity  Investments — the  nation’s  largest  manager  of  money 
market  mutual  funds — declared  publicly  in  early  October  its  decision  not 
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to  hold  U.S.  government  debt  set  to  mature  around  the  date  of  the  potential 
debt  ceiling  breach.  Finally,  interest  rates  on  overnight  repurchase  agree¬ 
ments,  or  repos,  collateralized  by  Treasury  securities,  a  common  source  of 
funding  for  financial  institutions,  spiked  in  early  October.  With  the  resolu¬ 
tion  of  the  debt  ceiling  debate,  all  such  indicators  returned  to  normal  levels. 

Reflecting  the  ongoing  economic  recoveiy  and  the  improved  outlook 
over  the  course  of  the  year,  U.S.  equity  markets  remained  on  a  general 
upward  path  despite  the  increase  in  interest  rates.  The  Standard  and  Poor’s 
500  rose  by  30  percent  in  2013,  reaching  a  record  high  in  nominal  terms 
at  year-end.  When  adjusted  for  GDP  price  inflation,  however,  it  remained 
below  its  March  2000  peak.  The  Standard  and  Poor’s  edged  up  slightly  dur¬ 
ing  the  first  two  months  of  2014. 

International  Developments 

The  past  year  also  saw  the  beginnings  of  a  recovery  in  Europe,  with 
real  GDP  edging  up  between  1.0  and  1.6  percent  annual  rate  in  the  second, 
third,  and  fourth  quarters  of  2013.  These  were  the  first  three  consecutive 
quarters  of  positive  real  GDP  growth  for  the  28-countiy  European  Union 
since  2011.  Concerns  about  the  stability  of  the  European  monetary  union 
(the  17-countiy  “euro  area”)  that  surfaced  in  2011  and  2012  have  subsided. 
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In  the  euro  area,  the  unemployment  rate  stabilized  at  a  record  high  of  12.1 
percent  from  April  to  September  before  ticking  down  to  12.0  percent  in 
the  fourth  quarter.  Euro  area  inflation  was  subdued,  declining  to  only  0.8 
percent  during  the  12  months  of  2013  from  2.2  percent  a  year  earlier.  The 
recent  low  rate  of  inflation  has  fueled  concerns  about  possible  deflation, 
'fhe  European  Central  Bank  policy  target  for  price  stability  is  “below,  but 
close  to,  2  percent.”  The  Central  Bank’s  Outright  Monetar)'  Transactions 
program,  first  announced  in  August  2012,  has  helped  bring  a  measure  of 
stability  to  European  sovereign  debt  markets,  with  Italy  and  Spain’s  10-year 
yields  ending  the  year  right  around  a  manageable  4  percent.  During  the  year, 
euro  area  states  made  substantial  progress  to  centralize  and  harmonize  bank 
supervision  and  regulation  at  the  euro  level. 

There  were  notable  developments  in  several  European  countries  as 
well.  In  the  runup  to  the  euro  area  crisis,  countries  including  Greece,  Spain 
and  Portugal  saw  a  large  runup  in  their  current  account  deficits  to  finance 
private  and  public  borrowing  that  supported  consumption  and  invest¬ 
ment.  In  the  wake  of  the  euro  area  crisis,  these  countries  have  adjusted, 
largely  eliminating  their  current  account  deficits  through  reductions  in 
unit  labor  costs  and  improved  price  competiveness,  as  shown  in  Figure 
2-5.  Nevertheless,  unemployment  rates  remain  particularly  high  in  these 
countries. 

Japan’s  real  GDP  grew  a  solid  2.7  percent  during  the  four  quarters  of 
2013  following  a  0.4  percent  decline  during  2012.  Japan’s  core  consumer 
price  index  (that  is,  excluding  food  and  energy)  turned  positive,  0.7  percent 
during  the  12  months  of  2013,  up  from  a  0.6  percent  decline  during  2012. 
This  follows  in  the  wake  of  the  election  of  Shinzo  Abe  in  December  2012, 
the  appointment  of  a  new  governor  of  the  Bank  of  Japan  in  March,  and  the 
announcement  in  April  that  the  Bank  intended  to  double  the  monetary  base 
by  the  end  of  2014.  Under  this  policy,  bond  purchases  amount  to  about  $80 
billion  a  month  (basically,  the  same  pace  as  the  Federal  Reseiwe  but  in  a 
smaller  economy).  Expansionaiy  monetary  policy  was  part  of  a  three-prong 
strategy  that  initially  included  fiscal  stimulus  and  structural  reforms  meant 
to  support  positive  growth  and  to  keep  Japan  from  slipping  back  into  a 
period  of  deflation. 

China’s  real  GDP  grew  7.7  percent  during  the  four  quarters  of  2013, 
slightly  below  the  year-earlier  pace,  but  noticeably  slower  than  10  percent 
and  9  percent  growth  rates  during  2010  and  2011,  respectively.  Xi  Jinping 
assumed  the  presidency  in  March  and  presided  over  the  Third  Plenary 
Session  of  the  Communist  Party,  which  resulted  in  a  raft  of  economic 
reform  proposals.  China’s  interbank  lending  rates  have  spiked  on  several 
occasions  this  year.  During  these  episodes,  the  People’s  Bank  of  China  was 
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Current  Account  Balance  by  Country,  2000-2013 

I’crccnt  of  CiDP,  four-qiiai  lcr  nio\  ing  a\  ciagc 


slow  to  inject  liquidity,  which  many  interpreted  as  a  warning  to  banks  that 
have  increased  off-balance  sheet  commitments  to  bypass  administrative  and 
regulatory  controls  and  expand  lending. 

Among  other  emerging  market  economies,  the  pace  of  real  GDP 
growth  fell  in  Indonesia,  Malaysia,  Mexico,  South  Africa  and  Thailand. 
But  growth  also  increased  in  a  few,  such  as  Brazil,  India,  and  Turkey.  Low 
interest  rates  in  the  United  States  since  the  recession  coupled  with  higher 
investment  return  prospects  in  emerging  market  economies  prompted  an 
increase  in  capital  flows  toward  emerging  markets.  As  interest  rates  in  the 
United  States  began  to  rise  and  growth  prospects  abroad  waned,  however, 
investors  started  adjusting  their  portfolios,  which  in  some  cases  had  adverse 
effects  on  emerging-market  currencies  and  interest  rates.  Foreign  mutual 
funds  withdrew  $53  billion  from  emerging  markets  between  mid-May  and 
August,  leading  to  sharp  drops  in  a  number  of  currencies  and  emerging 
market  equity  indexes  and  causing  central  banks  in  several  affected  coun¬ 
tries  (India,  Indonesia,  Turkey,  Brazil,  and  Pakistan)  to  raise  domestic  policy 
interest  rates.  Nevertheless,  even  with  the  withdrawals,  investment  holdings 
remained  well  above  the  levels  of  just  a  few  years  ago  as  shown  in  Figure 
2-6.  In  some  instances,  currencies  and  bond  markets  have  retraced  their 
earlier  losses,  especially  as  global  investors  have  increasingly  differentiated 
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Cumulative  Flows  into  Mutual  and  Exchange-Traded  Funds  Investing 
in  Emerging  Markets,  2010-2014 

Billions  of  dollars,  cunuilalix  e  since  .lanuary  2010 


Source:  I  J’I  R  Cilobal.  a  subsidiary  of  liiforiua  pic. 


debt  by  country  according  to  the  underlying  economic  fundamentals  of  each 
countiy’s  economy. 

Developments  in  2013  and  the  Near-Term  Outlook 

Consumer  Spending 

Real  consumer  spending  grew  about  2  percent  during  each  of  the  past 
three  years.  With  consumer  spending  constituting  68  percent  of  GDP,  that 
stability  explains  much  of  the  stability  of  the  growth  of  aggregate  demand 
during  those  three  years.  Yet  the  stability  of  consumption  growth  during 
2013  results  from  several  offsetting  developments.  The  termination  of 
the  temporar)'  2-percentage  point  cut  in  payroll  taxes  reduced  disposable 
income  during  2013  by  $115  billion  relative  to  2012.  This  subtracted  about 
0.9  percent  from  disposable  income,  and  held  down  consumption  growth 
by  about  half  a  percent.  Higher  taxes  on  high-income  households  from  the 
American  Taxpayer  Relief  Act  likely  had  little  impact  on  spending  due  to 
their  smaller  aggregate  size  and  the  relatively  low  marginal  propensities  to 
consume  for  high-income  households.  Also,  by  reducing  the  medium-  and 
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long-term  budget  deficit,  the  higher  tax  rates  on  high-income  households 
will  contribute  to  stronger  and  more-sustainable  growth  over  time. 

Strong  gains  in  aggregate  household  net  worth — both  an  increase 
in  assets  and  a  decline  in  the  debt  burden— have  supported  aggregate 
consumer  spending.  Debt  sendee  (that  is,  required  minimum  payments  on 
household  debt)  has  fallen  from  13  percent  of  disposable  income  at  the  end 
of  2008  to  10  percent  by  the  third  quarter  of  2013  (the  latest  data  available. 
Figure  2-7).  Some  of  the  decline  in  debt  service  is  due  to  declines  in  interest 
rates  on  mortgages  and  consumer  credit,  but  some  of  the  decline  is  due  to 
declines  in  the  ratio  of  household  debt  to  income,  a  process  called  deleverag¬ 
ing.  Debt  has  fallen  from  about  1.3  times  annual  income  in  2008  to  1.1  times 
annual  income  by  the  third  quarter  of  2013 — with  most  of  the  decline  in 
this  ratio  due  to  rising  nominal  incomes,  although  nominal  debt  has  edged 
down  5  percent.  Together,  these  declines  in  household  debt  and  debt-service 
relative  to  income  show  that  the  household  sector  as  a  whole  has  progressed 
in  reducing  these  burdens.  Although  these  figures  are  relevant  for  projecting 
aggregate  output  and  consumption  growth,  they  do  not  reflect  the  change  in 
debt  and  debt  service  for  moderate-income  and  median-income  households 
who,  in  many  cases,  continued  to  face  challenges  in  2013. 

Overall  wealth  also  grew  in  2013,  as  shown  in  Figure  2-8.  Although 
these  wealth  increases  were  in  all  categories  of  holdings,  wealth  likely 
increased  substantially  more  for  high-income  households  (which  have  a 
larger  share  of  their  wealth  in  equities)  than  for  the  typical  household  (which 
has  more  of  their  wealth  in  housing  that  appreciated  more  slowly  than  equi¬ 
ties  in  2013).  As  a  result,  this  suggests  that  wealth  inequality  continued  to 
grow  as  middle-class  families  faced  persistent  economic  challenges.  While 
gains  in  stock-market  wealth  have  been  happening  since  the  trough  of  the 
recession  in  2009,  those  increases  were  particularly  sharp  during  2013,  when 
the  Wilshire  5000  stock  market  index  increased  31  percent.  During  the  four 
quarters  of  2013,  stock  market  wealth  is  estimated  to  have  increased  by  an 
amount  equivalent  to  39  percent  of  annual  disposable  income.  Housing 
wealth  (net  of  mortgage  liability)  also  increased  notably  during  the  year. 
Housing  prices,  as  measured  by  the  CoreLogic  National  House  Price  Index, 
hit  bottom  around  March  201 1  and  have  increased  1 1  percent  during  the  12 
months  of  2013.  As  a  result,  net  housing  wealth  is  on  track  to  increase  by 
another  13  percent  of  annual  disposable  income  in  2013. 

The  increases  in  stock  market  and  housing  assets  point  to  an  increase 
in  the  ratio  of  net  worth  to  income  amounting  to  52  percent  of  annual  dis¬ 
posable  income.  An  increase  in  wealth  raises  annual  consumer  spending  by 
about  3  percent  of  that  increase.  As  a  result,  the  expansion  of  wealth  alone 
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Household  Deleveraging,  1990-2013 

^■cals  of  disposable  income  Percent  of  disposable  income 


199():Q1  1995:Q1  200():Q1  2005:Q1  201();Q1 

Note:  Shading  denotes  recession. 

Source:  I'cdcral  Reserve  Hoard,  P'inaneial  .Accounts  of  the  I'nitcd  States. 
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Consumption  and  Wealth  Relative  to  Disposable 
Personal  Income  (DPI),  1952-2013 

(A)nsum]rtion  DPI  ratio  't  ears  of  disposable  income 
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Source:  Bureau  of  Pxonomic  .Analysis,  Nationtil  Income  ;uid  lYoduct  Accounts;  I'ederal 
Reserve  Hoard,  P'intuicial  .Accounts  of  the  I  'nitcd  States;  C!E.A  calculations. 
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could  support  a  rise  in  consumption  of  1.7  percent  of  disposable  income,  or 
more  than  enough  to  offset  the  rise  in  taxes  in  2013. 

Looking  ahead,  consumer  spending  in  2014  is  likely  to  grow  faster 
than  its  2-percent  rate  during  the  past  three  years.  The  rise  in  wealth  and 
the  progress  in  deleveraging  have  created  a  more-stable  platform  on  which 
to  base  the  growth  of  consumer  spending.  The  rapid  growth  of  consumer 
durables  during  2013  (5.6  percent)  is  likely  to  continue  or  increase  further. 
The  average  age  of  light  motor  vehicles  on  the  road  has  risen  to  11.4  years 
and  it  appears  likely  that  some  pent-up  demand  remains  for  motor  vehicles 
and  other  durables  whose  purchases  have  been  delayed  during  the  recession 
and  the  slow  recovery. 

Business  Investment 

Business  Fixed  Investment.  Real  business  fixed  investment  grew 
moderately,  3.0  percent  during  the  four  quarters  of  2013,  down  from  a  5.0 
percent  increase  during  2012.  The  slower  pace  of  business  investment  dur¬ 
ing  2013  was  concentrated  in  structures  and  equipment  investment,  while 
investment  in  intellectual  property  products  grew  faster  in  2013  than  the 
year  earlier.  Investment  in  nonresidential  structures  declined  0.2  percent  fol¬ 
lowing  robust  growth  of  9.2  percent  during  2012.  Investment  in  equipment 
slowed  to  3.8  percent,  following  a  4.5  percent  increase  in  2012.  In  contrast, 
investment  in  intellectual  property  products  picked  up  to  4.0  percent  during 
2013  from  2.9  percent  in  2012.  (In  July  2013,  as  part  of  a  comprehensive  revi¬ 
sion  to  the  National  Income  and  Product  Accounts,  the  Bureau  of  Economic 
Analysis  revised  its  classifications  for  business  fixed  investment  to  include 
1)  Research  and  Development  and  2)  Entertainment,  Literary,  and  Artistic 
originals  in  a  new  category  of  Intellectual  Property  Products,  which  also 
includes  software  investment.  See  Box  2-1  on  the  July  2013  benchmark  of 
the  National  Income  and  Product  Accounts.) 

Within  equipment  investment,  major  components  such  as  informa¬ 
tion  processing  equipment  and  transportation  equipment  posted  less  robust 
growth  in  2013  than  in  2012,  offsetting  stronger  growth  in  industrial  equip¬ 
ment  investment.  Within  investment  in  information  processing  equipment, 
declines  were  posted  in  investment  in  computers  and  photocopy  equipment. 
Within  transportation  equipment,  growth  was  not  as  fast  as  2012  for  invest¬ 
ment  in  autos,  aircraft,  and  ships. 

Real  investment  in  nonresidential  structures  edged  down  0.2  percent 
during  the  four  quarters  of  2013,  down  from  growth  of  9.3  percent  in  2012. 
Solid  growth  in  petroleum  and  natural  gas  drilling  was  offset  by  declines  in 
the  construction  of  manufacturing  structures  and  power  and  communica¬ 
tion  facilities. 
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Box  2-1:  The  2013  Comprehensive  Revision  to  the 
National  Income  and  Product  Accounts 

In  July  2013,  the  Commerce  Department  released  the  results  of 
the  first  comprehensive  revision  to  its  National  Income  and  Product 
Accounts — the  raw  material  underlying  the  calculation  of  gross  domes¬ 
tic  product  (GDP) — since  2009.  These  revisions,  which  reach  back  to 
1929,  include  additional  source  data  as  well  as  methodological  changes 
designed  to  reflect  the  evolving  nature  of  the  U.S.  economy.  In  particular, 
the  Bureau  of  Economic  Analysis  has  expanded  its  definition  of  business 
investment  to  include  spending  on  research  and  development  (R&D) 
and  the  creation  of  original  works  of  art  like  movies,  all  of  which  are  now 
recorded  as  intellectual  property  products.  The  Commerce  Department 
also  recognized  the  increase  in  pension  obligations  as  savings  for  house¬ 
holds  and  a  liability  for  governments  and  businesses.  In  the  Federal 
Reseiv^e’s  Financial  Accounts  of  the  United  States,  the  cumulative  values 
of  these  liabilities  are  now  recognized  as  assets  of  the  household  sector 
and  liabilities  of  governments  and  businesses. 

All  told,  these  and  other  changes  effectively  increased  the  size  of  the 
economy  as  measured  in  the  first  quarter  of  2013  by  $551  billion  dollars 
at  an  annual  rate  (or  3.4  percent).  The  changes  also  held  implications  for 
the  path  of  growth  of  GDP  over  time,  with  the  statistical  updates  from 
the  new  annual  source  data  affecting  mainly  more  recent  years,  while 


Real  GDP  Before  and  After  the  2013 
Comprehensive  Revision,  2007-2013 

Index,  2(K)7:Q4=  100 


Note:  Shading  denotes  recession. 

Source:  Bureau  of  Ixonoinic  .Analysis,  National  Income  ;uid  PuHluct  .Accounts. 
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the  methodological  revisions  (such  as  intellectual  property)  affected  the 
entire  historical  series.  Real  GDP  growth  during  the  16  quarters  follow¬ 
ing  the  end  of  the  recession  in  the  second  quarter  of  2009  was  revised 
up  by  an  average  of  0. 1  percentage  point  to  2.2  percent  a  year,  and  the 
decline  in  GDP  observed  during  the  recession  (starting  in  the  fourth 
quarter  of  2007)  was  revised  up  0.3  percentage  point  to  -2.9  percent  at 
an  annual  rate,  making  the  recession  less  steep  and  the  recovery  stronger 
than  what  was  previously  reported.  The  cumulative  decline  in  real  GDP 
during  the  recession  is  now  reported  at  4.3  percent  rather  than  4.7 
percent,  followed  by  an  increase  during  the  expansion  of  8.5  percent 
through  the  first  quarter  of  2013,  as  opposed  to  8.1  percent  published 
previously  (see  Figure). 

Since  the  beginning  of  2009,  the  average  absolute  revision  (without 
regard  to  sign)  from  the  advance  quarterly  estimate  of  real  GDP  grow'th 
to  the  latest  data  was  1.3  percentage  points.  The  magnitude  of  these 
changes  highlights  the  difficulty  in  measuring  economic  performance 
real-time. 


'Fhe  pace  of  growth  of  business  fixed  investment  is  puzzling  because 
interest  rates  are  low  and  the  internal  funds  available  for  investment  are 
high.  Interest  rates  on  corporate  Baa  bonds  were  low  in  both  nominal  and 
real  terms.  Nominal  Baa  rates  averaged  5  percent  during  2013,  and  adjusted 
for  expected  inflation  of  about  2  percent,  this  translates  into  a  real  rate  of  3 
percent,  substantially  below  the  60-year  average  of  about  4.7  percent. 

Funds  for  investment  were  also  easily  available  from  internal  sources 
such  as  undistributed  profits  and  depreciation.  For  the  nonfinancial  busi¬ 
ness  sector,  the  sum  of  these  sources,  known  as  cash  flow  in  national  income 
accounting,  was  10.1  percent  of  GDP  in  the  first  three  quarters  of  2013, 
well  above  the  historical  average  of  8.7  percent.  Historically,  nonfinancial 
corporate  investment  averages  103  percent  of  cash  flow,  with  the  sector  as  a 
whole  borrowing  from  banks  and  the  public  for  the  rest.  In  contrast,  during 
the  first  three  quarters  of  2013,  investment  was  only  90  percent  of  cash  flow. 
The  cash  flow  that  was  not  available  for  investment  appears  to  have  been 
spent  on  share  repurchases,  a  way  of  returning  funds  to  shareholders  that  is 
similar  to  dividends,  but  more  volatile. 

With  interest  rates  low  and  internal  funds  readily  available,  the 
growth  rate  of  investment  might  be  attributable  to  low  expectations  of 
output  growth.  In  a  relationship  known  as  “the  accelerator,”  the  growth 
of  investment  is  related  to  the  change  in  growth  (that  is,  the  acceleration) 
of  output,  as  shown  in  Figure  2-9.  For  example,  when  output  accelerated 
in  2010  (that  is,  when  output  growth  increased  from  negative  in  2009  to 


The  Year  In  Review  And  The  Years  Ahead  I  61 


Fioiirc  2-9 

Business  Investment  and  the  Acceleration  of 


,  Business  Output,  1965-2013 

Percent  Pcrecntaoc  jxiinls 


Note:  rile  accelerator  is  the  6  quarter  ]x.rceiit  ehiuige  in  business  output  (AR)  less  the  6  qiuuter  ago  6 
r|uarter  percent  eluuige  in  business  ruitput  (Ak).  Shading  denotes  recession. 

Source:  Hureau  ol  I  xonoinic  .\nalysis,  National  Income  :uid  Prtxlucl  .\ccounts. 


positive  in  2010),  investment  increased  very  fast  so  that  the  capital  stock 
could  service  the  new  level  of  demand.  But  when  business  output  growth 
settled  down  to  an  annual  rate  of  roughly  3  percent  during  the  three  years 
through  2013,  investment  did  not  need  to  grow  so  fast,  and  indeed  it  has 
slowed,  as  shown  in  Figure  2-9. 

Inventory  Investment.  Inventory  investment  made  a  substantial 
contribution  to  real  GDP  growth  during  the  four  quarters  of  2013  when 
it  accounted  for  0.8  percentage  point  of  the  2.5  percent  total  growth.  An 
increase  in  agricultural  inventor)^  investment  accounts  for  0.3  percentage 
point  of  that  overall  0.8  percentage-point  contribution  and  reflects  the 
rebound  to  a  strong  haiA'est  following  a  severe  drought  in  2012.  In  the 
manufacturing  and  trade  sector,  the  buildup  of  inventories  through  the  year 
was  no  faster  than  sales,  so  that  by  December,  inventor)^  stocks  were  at  a  1.30 
months’  supply,  roughly  the  same  level  as  at  year-end  2012. 

State  and  Local  Governments 

Although  State  and  local  governments  continued  to  experience  fiscal 
pressure  in  2013,  the  four-year  contraction  in  the  sector — measured  in  terms 
of  both  purchases  (consumption  and  investment)  and  employment — finally 
appears  to  have  ended.  State  and  local  purchases,  which  had  generally 
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Figure  2-10 

Real  State  and  Local  Government  Purchases  During  Recoveries 

Indexed  to  100  at  NBER-defined  trough 


Note:  The  l%0-20()7  a\  cragc  excludes  the  1980  recession  due  to  overlap  with  the 
1981-82  recession. 

Source:  Bureau  of  Economic  An;il\  sis.  National  Income  and  Product  Accounts;  Nationiil  Bureau  of 
Economic  Rcscitrch:  CEA  calculations. 


declined  for  13  quarters  through  the  first  quarter  of  2013,  ended  the  year  at 
a  higher  level  than  in  the  first  quarter,  marking  its  first  increase  over  three 
quarters  since  2009.  The  cumulative  decline  in  State  and  local  purchases 
during  this  recoveiy  contrasts  with  the  usual  experience  during  recoveries 
(Figure  2-10).  In  a  typical  recoveiy,  growth  in  State  and  local  government 
bolsters  the  economic  recovery.  In  contrast,  declines  in  State  and  local  gov¬ 
ernment  have  been  a  headwind  to  private-sector  growth  and  hiring  during 
the  first  four  years  of  this  recoveiy. 

Similar  to  the  2013  pickup  in  spending.  State  and  local  employment 
has  begun  to  show  signs  of  life,  adding  32,000  jobs  during  the  12  months 
of  2013,  after  shedding  almost  700,000  jobs  from  the  end  of  the  recession 
through  year-end  2012. 

Despite  these  positive  signals  during  2013,  major  obstacles  to  growth 
remain:  in  particular,  the  burden  of  unfunded  pension  obligations  of  State 
and  local  governments.  In  its  benchmark  revision  to  the  National  Income 
and  Product  Accounts  of  the  United  States  in  July  2013,  the  Commerce 
Department,  in  cooperation  with  the  Federal  Reserve,  began  to  measure 
State  and  local  defmed-benefit  plans  on  an  accrual  basis  rather  than  a  cash 
basis,  thereby  tracking  funded  and  unfunded  pension  liabilities.  As  can  be 
seen  in  Figure  2-11,  the  size  of  these  liabilities  relative  to  State  and  local 
receipts  ballooned  immediately  after  the  recession  and  remains  elevated  at  a 
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State  and  Local  Pension  Fund  Liabilities,  1952-2013 

I’erccnt  of  annual  receipts 


Note:  Shading  denotes  recession. 

Source:  federal  Reserre  Board,  I'inaneitil  .Accounts  of  the  I'nited  States. 


level  that  is  currently  at  about  60  percent  of  a  year’s  revenue  for  the  sector. 
Adding  in  State  and  local  bond  liabilities  does  not  change  the  shape  of  the 
plot  shown  in  the  figure,  although  they  elevate  the  level  of  the  liabilities-to- 
receipts  ratio  to  about  two  hundred  percent  of  a  year’s  revenue. 

International  Trade 

In  2013,  U.S.  exports  of  goods  and  services  to  the  world  averaged 
nearly  $189  billion  a  month  and  imports  averaged  nearly  $229  billion  a 
month  (Figure  2-12).  Exports  accounted  for  13.5  percent  of  U.S.  production 
(GDP)  in  2013,  the  same  as  in  201 1  and  2012. 

The  U.S.  trade  deficit,  the  excess  of  the  Nation’s  imports  over  its 
exports,  averaged  nearly  $40  billion  a  month  in  2013.  Import  demand  fell 
during  the  recession  and,  as  a  result,  the  trade  deficit  fell  from  $66  billion  in 
July  2008  to  $25  billion  in  May  2009.  Exports  fell  too  because  of  recession- 
related  declines  in  domestic  demand  abroad  (see  Figure  2-13),  but  the  reces¬ 
sion  was  not  as  severe  in  many  parts  of  the  global  economy  as  in  the  United 
States.  Since  May  2009,  growth  rates  of  exports  and  imports  have  each  been 
averaging  about  0.8  percent  a  month. 

Figure  2-13  suggests  that  slower  economic  groAvth  among  our  main 
trading  partners  dampens  U.S.  export  growth.  In  recent  years,  the  top  fix^e 
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l  igure  2  -12 

Trade  in  Goods  and  Services,  2007-2013 
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I'igurc  2-13 

U.S.  Exports  Growth,  2009-2013 
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I'igurc  2-14 

Current  Account  Balance,  1985-2013 

I’crccnl  of  CiDP 


Xolc:  Shading  denotes  recession. 

Source:  Pureau  of  liconomic  .Analssis,  National  Income  and  Product  .Accounts. 


destinations  for  U.S.  exports,  in  order  from  highest  to  loAvest  typically  were; 
Canada,  the  European  Union,  Mexico,  China,  and  Japan.  While  growth  gen¬ 
erally  slowed  in  all  these  trading  partners,  it  actually  turned  to  recession  for  a 
time  in  our  No. 2  (European  Union)  and  No.  5  (Japan)  export  recipients,  and 
their  recoA'eries  look  to  be  gradual.  In  the  European  Union,  real  GDP  fell  0.7 
percent  during  the  four  quarters  of  2012,  then  grew  1.1  percent  during  2013, 
and  is  forecasted  to  grow  1.4  percent  during  2014  (European  Commission 
2013).  Japan’s  real  GDP  fell  0.4  percent  during  the  four  quarters  of  2012,  but 
grew  2.7  percent  during  2013,  but  is  projected  to  edge  up  only  0.6  percent  in 
2014  (OECD  2013). 

The  trade  balance  is  the  major  component  of  the  current  account  bal¬ 
ance.  Other  components  of  the  current  account  balance  include  net  income 
on  overseas  assets  and  unilateral  transfers  such  as  foreign  aid  and  remit¬ 
tances.  The  United  States  has  run  a  current  account  deficit  in  all  but  two 
quarters  since  1985;  howex^r,  the  trend  from  1990  through  the  mid-2000s 
of  ever-increasing  deficits  appears  to  have  rex'ersed.  Figure  2-14  shows  the 
current  account  balance  as  a  percentage  of  GDP  since  1985.  Since  peaking 
at  more  than  6  percent  of  GDP  in  the  fourth  quarter  of  2005,  the  current 
account  balance  has  fallen  as  a  share  of  GDP  by  more  than  3  percentage 
points.  The  sharpest  decrease  occurred  during  the  recession  of  2008-09,  and 
although  there  have  been  some  periods  of  increase  since  then,  the  current 
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account  deficit  recently  reached  a  1 5-year  low  in  the  third  quarter  of  2013  of 

2.3  percent.  An  important  driver  of  the  decrease  in  current  account  deficit 
in  recent  years  is  the  increased  domestic  production  of  oil  and  gas,  and  the 
associated  reduced  demand  for  imported  oil,  a  shift  discussed  in  more  detail 
later  in  the  chapter.  Removing  oil,  which  depends  on  prices  that  are  set  on 
world  markets,  the  U.S.  current  account  deficit  is  substantially  smaller. 

The  United  States  has  one  of  the  most  open  and  transparent  trade  and 
investment  regimes  in  the  world,  with  a  trade  weighted  applied  tariff  of  1 .3 
percent,  making  it  a  friendly  market  for  imports  and  foreign  investment.  A 
prime  motivation  behind  U.S.  trade  policy  initiatives  is  to  ensure  that  our 
accommodative  trade  and  business  environment  is  reciprocated  when  U.S. 
actors  have  the  same  opportunities  to  compete  in  other  markets  that  foreign 
exporters  and  investors  have  in  the  United  States.  U.S.  trade  policy  also  seeks 
to  level  the  playing  field,  including  by  seeking  to  raise  standards  abroad  so 
they  are  closer  to  our  own  in  key  areas  such  as  intellectual  property,  labor, 
and  environment.  Box  2-2  discusses  Administration  trade  policy  initiatives. 

Housing  Markets 

Housing  activity  continued  its  recovery  in  2013  despite  headwinds 
from  mortgage  interest  rates  that  rose  approximately  1  percentage  point 
in  mid-summer,  continued  tight  credit  conditions,  and  waning  investor 
demand  for  foreclosed  properties.  On  the  production  side,  new  housing 
starts  for  both  single-family  and  multi-family  structures  continued  their 
2012  growth  during  2013,  despite  relatively  higher  mortgage  rates.  For  2013 
as  a  whole,  starts  were  roughly  930,000  units,  up  from  780,000  in  2012,  and 
up  from  an  all-time  low  of  554,000  units  in  2009  (Figure  2-15). 

Demand  for  housing  increased,  with  new  and  existing  home  sales 
reaching  their  highest  levels  in  2013  since  the  Great  Recession.  With  the 
lowest  level  of  mortgage  delinquencies  and  foreclosure  completions  in  five 
years,  the  composition  of  sales  shifted  markedly  to  non-foreclosure  proper¬ 
ties  as  fewer  households  sold  homes  under  distressed  conditions. 

Supported  by  a  tight  supply  of  homes  for  sale,  housing  prices  climbed 
further  in  2013,  according  to  eveiy  major  measure  of  house  prices  (Figure 
2-16).  As  of  November  2013,  quality-adjusted  house  prices— as  measured 
by  the  FHFA  index — were  7.7  percent  higher  than  their  year-ago  level  and 

15.3  percent  higher  than  at  their  trough  in  early  2011.  Two  considerations 
provide  some  context  for  the  brisk  growth  in  house  prices  in  2013.  First, 
such  behavior  appears  to  be  typical  following  recessions.  Even  though  house 
prices  bottomed  out  well  after  the  end  of  the  Great  Recession,  the  recovery 
since  then  has,  on  net,  been  at  a  rate  just  below  the  average  growth  rate  in 
house  prices  seen  during  the  aftermath  of  the  eight  post-war  recessions  of 
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Box  2-2.  Administration  Trade  Policy  Initiatives 

The  United  States  has  been  pursuing  the  most  ambitious  trade 
agenda  in  a  generation.  In  the  President’s  first  term,  this  included 
upgrading,  passing  and  implementing  market-opening  trade  agreements 
with  Korea,  Panama,  and  Colombia.  U.S.  tariffs  on  imports  from  those 
countries  were  generally  much  lower  than  were  the  tariffs  on  U.S.  exports 
to  those  countries  at  the  start  of  negotiations,  and  while  the  United  States 
did  further  lower  tariff  barriers  as  a  result  of  the  agreements,  the  larger 
barriers  were  removed  by  U.S.  trading  partners. 

In  December  2013,  the  United  States  played  a  leadership  role, 
working  with  the  159  countries  of  the  World  Trade  Organization 
(WTO),  to  conclude  a  Trade  Facilitation  Agreement,  the  first  multi¬ 
lateral  trade  agreement  concluded  by  that  body  in  its  20-year  history. 
This  global  agreement  will  expedite  the  movement  of  goods  and  ser¬ 
vices  across  borders  and  improve  customs  cooperation  among  WTO 
Members,  making  it  easier  to  support  jobs  through  trade.  Among  other 
things,  the  Agreement  seeks  to  reduce  documentary  requirements, 
require  transparency  in  customs  regulations  and  procedures,  encourage 
countries  to  accept  electronic  payments  of  customs  duties  and  charges, 
and  ensure  the  quick  release  of  perishable  goods.  Streamlined  procedures 
and  enhanced  transparency  reduce  the  costs  to  businesses  of  exporting 
and  particularly  assist  small  business  for  which  logistical  complexity  can 
be  particularly  challenging.* 

The  United  States  is  currently  pursuing  two  comprehensive,  high- 
standard  regional  trade  agreements  that  are  ambitious  in  the  size  of  the 
overall  markets  that  they  seek  to  affect  and  in  the  scope  of  provisions  to 
be  covered  under  the  agreements.  Negotiations  are  nearing  completion 
on  the  Trans-Pacific  Partnership  Agreement  (TPP),  which  includes 
12  nations  that  rim  the  Asia-Pacific  region.  Negotiations  between 
the  United  States  and  the  28-country  European  Union  (EU)  for  the 
Transatlantic  Trade  and  Investment  Partnership  (T-TIP)  are  at  an  earlier 
stage. 

The  Figure  in  this  box  demonstrates  the  importance  of  the  regions 
encompassed  by  these  two  proposed  agreements  to  U.S.  trade.  Together, 
the  partner  countries  in  the  TPP  and  the  T-TIP  buy  around  60  percent 
of  all  U.S.  exports  and  provide  about  53  percent  of  U.S  imports.  The  TPP 
and  T-TIP  therefore  seek  to  build  on  already  robust  trading  relation¬ 
ships. 


‘  USTR.  2013a.  “Weekly  Trade  Spotlight:  The  Benefits  of  the  WTO  Trade  Facilitation 
Agreement  to  Small  Business.”  (http;//ww\v.ustr.gov/about-us/press-office/blog/2013/ 
December/Benefits-of-WTO-Trade-Facilitation-Agreement-to-Small-Business). 
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According  to  the  Office  of  the  United  States  Trade  Representative 
(USTR  2013a),  the  TPP  is  the  foundation  of  the  Obama 
Administration’s  economic  policy  in  the  Asia-Pacific  Region”  and 
“promotes  regional  integration  by  establishing  a  common  set  of  trade 
and  investment  commitments,  and  also  addresses  21st  century  issues 
like  state-owned  enterprises,  intellectual  property  rights,  regulatory 
convergence,  and  global  supply  chains.”^ 


U.S.  Good  and  Services  Imports  and  Exports,  2012 


1 


Notes:  Sert  iccs  trade  data  for  TPI’  nations  Ifninei,  Peru,  and  N'ietnain  are  not  as  aihible. 
Source:  Hureau  of  1  xononiic  Analssis;  International  I'radc  Commission. 


The  T-TIP  seeks  to  strengthen  trade  and  investment  linkages 
between  the  United  States  and  the  European  Union  and  to  set  a  template 
for  raising  standards  across  the  global  trading  system.  It  aims  to  create 
new  openings  for  service  providers  and  to  make  regulations  and  stan¬ 
dards  more  compatible  between  the  two  parties.  The  T-TIP  should  also 
create  new  channels  of  cooperation  to  address  shared  interests  in  global 
trade  (USTR  2013b).^ 


^  USTR.  2013b.  “Acting  Deputy  U.S.  Trade  Representative  Wendy  Cutler  discusses  Japan 
and  the  TPP  at  the  Peterson  Institute  for  International  Economics.”  (“http://\v\\'w. ustr.gov/ 
about-us/press-office/blog/2013/November/Cutler-TPP-Japan-PIIE”).  The  TPP  participants 
are:  Australia,  Brunei  Darussalam,  Canada,  Chile,  Japan,  Malaysia,  Mexico,  New  Zealand, 
Peru,  Singapore,  Vietnam,  and  the  United  States. 

’  USTR.  2013b.  "Ambassador  Froman  discusses  the  Transatlantic  Trade  and  Investment 
Partnership  at  the  Munich  Security  Conference.”  (“http;//wvw.ustr.gov/about-us/ 
press-office/blog/2013/November/Froman-Munich-Security-Conference”). 


Upon  completion,  the  TPP  and  T-TIP  agreements,  together,  will 
place  the  United  States  at  the  center  of  an  open  trade  zone  representing 
around  two  thirds  of  global  economic  output.  The  United  States  is  also 
in  the  process  of  negotiating  several  other  agreements:  an  International 
Services  Agreement  that  would  liberalize  trade  in  services  among 
countries  representing  nearly  70  percent  of  the  global  services  market; 
another  agreement  that  would  further  liberalize  trade  in  information 
technology  products  among  countries  representing  90  percent  of  that 
market;  and  an  agreement  that  would  liberalize  trade  in  environmental 
goods  among  countries  representing  86  percent  of  that  market. 

The  Administration’s  trade  policy  initiatives  provide  production 
and  consumption  opportunities  otherwise  not  available  to  the  American 
economy,  and  serve  the  ultimate  goals  of  promoting  growth,  supporting 
higher-paying  jobs,  and  thus  strengthening  the  middle  class. 


the  20th  centur)'.  Second,  house  prices  at  the  end  of  2013  appear  close  to 
their  long-run  relationship  with  rents,  one  measure  of  housing’s  fundamen¬ 
tal  value.  During  the  mid-2000s,  house  prices  increased  much  more  rapidly 
than  did  rents  before  plummeting.  The  recent  growth  in  house  prices  has 
left  prices  broadly  in  line  or  perhaps  above  their  long-run  relationship  with 
rents,  which  suggests  that  much  of  these  increases  have  been  tied  to  improv¬ 
ing  economic  fundamentals. 

Home  sales,  construction,  and  prices  generally  appear  to  be  on  firm 
footing  in  spite  of  higher  mortgage  rates,  which  increased  about  100  basis 
points  to  4.4  percent,  on  net,  after  the  May-July  interest  rate  rise  (discussed 
earlier  in  this  chapter)  and  remained  close  to  that  level  for  the  remainder  of 
2013.  Although  nominal  mortgage  rates  remain  low  by  historical  standards, 
all  else  equal,  higher  rates  raise  the  cost  of  financing  a  home  purchase,  which 
puts  downward  pressure  on  housing  demand  and  residential  investment. 
Also,  builders’  capacity  for  funding  new  construction  falls,  albeit  sometimes 
with  a  delay,  when  interest  rates  rise.  Indeed,  residential  investment,  which 
grew  15.5  percent  during  the  four  quarters  of  2012,  slowed  to  a  6.7  percent 
rate  of  growth  during  2013.  The  slowdown  is  accounted  for  by  diminishing 
increases  in  starts  as  well  as  a  drop  in  commissions  in  the  fourth  quarter  of 
2013  due  to  a  decline  in  sales  of  existing  homes.  But  for  the  year  as  a  whole, 
new  home  sales  increased  17  percent  in  2013,  while  housing  starts  rose  by  a 
comparable  amount. 

Another  indication  that  housing  market  activity  is  holding  steady: 
households  remain  optimistic  about  home  prices,  according  to  the  Reuters/ 
Michigan  Survey  of  Consumers.  Housing  affordability  remains  high  and  77 
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1-igurc  2-15 

Housing  Starts,  1960-2013 

Millions  of  units  at  an  annual  rate 


N'otc:  Shading  denotes  reeession. 

Source:  C'cnsus  llnre;ui,  New  Residential  ( xrnstruction. 


rigm  e  2-16 

National  House  Price  Indexes,  2000-2013 

Index,  .Ian.  2012=  1(K) 


Note:  I  he  S&P  C^ase-Shiller,  and  Cx)reI,ogic  indexes  all  adjust  for  the  qinility  of  homes  sold  but 

onh  eo\  er  homes  that  are  Ixnighl  or  sold,  uhereas  /illou  relleets  pnees  for  all  homes  on  the  nnukel. 
Shading  denotes  recession. 

Source:  Zilhm  ;  Corel X)gie;  I  ID  /V;  S&P  (!ase-Shiller. 
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percent  of  households  report  that  it  is  a  “good  time  to  buy  a  house”  (Reuters/ 
Michigan  Survey  of  Consumers). 

At  a  more  fundamental  level,  pent-up  demand  for  housing  due  to  sup¬ 
pressed  levels  of  household  formation  since  2009  is  likely  to  boost  housing 
demand  and  to  help  absorb  the  large  supply  of  vacant  homes  and  homes  still 
in  the  foreclosure  process.  During  the  Great  Recession,  the  number  of  new 
households  forming  each  year  dropped  to  below  1  million  a  year  and  has 
remained  low  ever  since.  As  Figure  2-17  shows,  during  the  housing  bubble  of 
the  mid-2000s  more  homes  were  built  than  were  consistent  with  the  under¬ 
lying  rate  of  household  formation  based  on  demographic  trends  that  would 
call  for  about  1.6  million  new  housing  units  a  year.  This  oversupply  peaked 
in  2007  and — because  of  low  levels  of  home  construction — this  oversupply 
began  to  fall.  And  by  2011,  the  oversupply  turned  into  an  undersupply.  The 
increase  in  the  stock  of  homes  now  lags  behind  the  usual  rates  of  household 
formation. 

As  employment  prospects  improve,  household  formation  is  likely  to 
pick  up.  However,  the  extent  to  which  the  increase  in  the  number  of  house¬ 
holds  translates  into  stronger  housing  demand  depends  critically  on  the 
easing  of  credit  standards  (that  might  have  been  over-tightened  following 
the  financial  crisis),  particularly  for  first-time  homebuyers.  In  2013,  lending 
standards  eased  somewhat  for  prime  residential  mortgages,  according  to 
the  Federal  Reserve’s  Senior  Loan  Officer  Opinion  Survey,  and  this  easing 
helped  support  a  rise  in  mortgage  purchase  originations  from  the  low  levels 
seen  in  recent  years. 

Energy 

In  2013,  the  United  States  continued  to  benefit  from  developments  in 
the  oil  and  gas  sectors,  as  well  as  from  growth  in  energy  efficiency  and  the 
production  and  integration  of  renewable  energy.  As  shown  in  Figure  2-18, 
net  petroleum  imports  have  fallen  from  more  than  12  million  barrels  a  day 
in  2005  to  approximately  6.2  million  barrels  a  day  in  2013.  Moreover,  as 
shown  in  Figure  2-19,  beginning  in  October  2013,  domestic  crude  oil  pro¬ 
duction  exceeded  crude  oil  imports  for  the  first  time  since  1995. 

Crude  and  refined  oil  products  constitute  the  vast  majority  of  the 
countiy’s  energy  imports.  This  reduction  in  energ)'  imports  has  multiple 
benefits:  it  has  been  a  major  driver  of  the  improvement  in  the  U.S.  balance  of 
trade,  it  reduces  the  vulnerability  of  the  U.S.  economy  to  foreign  oil  supply 
disruptions,  and  it  supports  American  jobs  both  in  energy  production  and 
in  manufacturing.  The  dramatic  increase  in  domestic  oil  and  natural  gas 
production  added  about  0.2  percentage  point  to  U.S.  GDP  groMh  in  both 
2012  and  2013. 
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1-igurc  2-17 

Cumulative  Over-  and  Under-Building  of  Residential 
and  Manufactured  Homes,  1996-2013 

Millions  of  units 
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Homes  Sm  vey  (placements);  C.li.A  (1998);  (3 LA  calculations. 


'rhe  ongoing  trend  toward  reduced  energy  imports  is  driven  both 
by  roughly  stable  energy  demand  and  increases  in  domestic  energy  supply. 
Overall,  economy-wide  energy  use  has  declined  0.8  percent  at  an  annual 
rate  since  2007.  The  increase  in  domestic  energy  supply  reflects  major  gains 
in  unconventional  oil  and  natural  gas  production.  The  sharp  increase  in 
unconventional  domestic  gas  production  has  led  to  a  73  percent  drop  in  the 
wholesale  (Henry  Hub)  price  of  natural  gas  from  a  high  of  $13.42  in  October 
2005  to  $3.68  in  October  2013.  The  United  States  is  now  the  largest  producer 
of  natural  gas  in  the  world,  and  the  2013  International  Energy  Outlook 
projects  that  the  United  States  will  remain  the  largest  producer  through  2030 
(U.S.  Energy  Information  Administration  2013).  Since  2007,  over  50,000 
jobs  have  been  created  in  oil  and  natural  gas  extraction  alone,  with  more 
than  160,000  jobs  being  created  along  the  oil  and  natural  gas  supply  chain. 
Low  natural  gas  prices  also  help  manufacturing  as  discussed  below,  and  have 
been  an  important  driver  in  the  reduction  of  U.S.  carbon  dioxide  emissions 
as  electricity  production  has  shifted  from  coal  to  cleaner-burning  natural 
gas.  Indeed,  between  2010  and  2013,  the  total  U.S.  carbon  dioxide  emissions 
from  energy  consumption  decreased  by  4.3  percent.  In  addition  to  providing 
cost  savings  to  consumers  today,  this  reduction  in  greenhouse  gas  emissions 
will  benefit  future  generations. 
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Million  bands  per  clay 
14 


Figure  2- 1 8 

Petroleum  Net  Imports,  1980-2015 


Actual  Projected 
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Source:  lincrny  liilonnalion  Aclmnistration,  Monthly  linergy  Rc\  ic\v,  Short  Tenn  linergy 
Outlook. 


Figure  2-19 

Monthly  Cinide  Oil  Production  and  Net  Imports,  1990-2013 

Million  bands  per  cUty 


Note:  This  data  is  not  seasonally  adjusted. 

Source:  linergy  Inlormation  .Administration,  Petroleum  Supply  Monthly . 
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l'i«ure  2-20 

Wind  and  Solar  Energy  Production,  2000-2013 


Note:  Data  lor  2013  arc  projections 

Source:  I  •,ncr»y  Inlomialion  Adniinstration,  Monthly  I  jicrgy  Review,  Short- 1  enn  I'.nergy  Outlook. 


'J'he  Other  part  of  the  energy  supply  story,  shown  in  Figure  2-20,  is  the 
dramatic  growth  in  wind  and  solar  electricity  production,  which  have  each 
more  than  doubled  since  President  Obama  took  office.  In  2012,  a  record 
13  gigawatts  of  new  wind  power  capacity  was  installed,  roughly  double  the 
amount  of  newly  installed  capacity  in  2011.  More  than  5  gigawatts  were 
installed  in  December  2012  alone  as  firms  scrambled  to  take  advantage  of 
the  expiring  2.3  cent  per  kilowatt-hour  production  tax  credit  (Congress  later 
extended  the  tax  credit  for  2013).  These  13  gigawatts  of  new  wind  capacity 
represented  the  largest  share  of  additions  to  total  U.S.  electric  generation 
capacity  in  2012. 

In  addition  to  increased  domestic  supply,  energy  imports  have 
declined  because  of  reduced  energy  demand  across  all  the  main  energy  sec¬ 
tors.  As  shown  in  Figure  2-21,  gasoline  demand  per  capita  rose  through  the 
early  2000s  and  plateaued  in  the  mid-2000s  before  dropping  substantially 
during  the  recession.  As  the  economy  has  recovered,  however,  gasoline 
demand  per  capita  has  continued  to  fall.  Some  of  this  continued  decline  in 
gasoline  demand  stems  from  the  relatively  high  real  gasoline  prices  shown  in 
Figure  2-21,  but  that  is  only  a  partial  explanation.  Increasing  fuel  efficiency 
brought  about  by  Federal  fuel  efficiency  standards  also  played  a  role;  and, 
in  2012,  the  Administration  finalized  fuel  economy  standards  that,  together 
with  the  Administration’s  first  round  of  standards,  will  nearly  double  the 
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I'igurc  2-21 

U.S.  Per  Capita  Consumption  of  Gasoline  and  Real 
Gasoline  Priees,  200(1-2013 

(iallons  per  person  jrer  day  2013  S 


Note:  Retail  <!asolinc  prices  clellaled  usiiij;  l’(!l:  chain  price  index.  Cxmsuinption  includes 
residential,  coinniercial,  industrial  and  tnuisporation  sectors. 

Source:  l  inerws  Infomiation  .\dininistration,  .Monthh  liner«>  Review  ;  Oensus  Bureau;  (di.A 
ciilculations. 


fuel  economy  of  light-  duty  vehicles  to  the  equivalent  of  54.5  miles  per  gal¬ 
lon  by  the  2025  model  year  from  2010  levels.  Further,  beginning  in  model 
year  2014,  medium-  and  heavy-duty  trucks  must  meet  new  energy  efficiency 
standards  as  well,  which  will  increase  their  fuel  efficiency  by  10  to  20  percent 
by  2018. 

Despite  these  significant  improvements  in  energ)'  efficiency  and 
reductions  in  en erg)'- related  carbon  dioxide  emissions,  continued  work  is 
needed  to  reduce  greenhouse  gas  emissions.  In  June  2013,  the  President  laid 
out  his  Climate  Action  Plan  (summarized  in  Box  2-3),  which  aims  to  reduce 
both  greenhouse  gas  emissions  and  the  impact  of  climate  change  on  future 
generations. 

Labor  Markets 

'fhe  major  U.S.  labor  market  indicators  continued  to  recover  during 
2013  even  as  the  unemployment  rate  remained  unacceptably  high.  As  shown 
in  Figure  2-22,  the  unemployment  rate  dropped  1.2  percentage  points  dur¬ 
ing  the  12  months  of  2013,  somewhat  faster  than  the  average  0.9  percentage 
point  annual  drop  during  the  three  preceding  years.  Similarly,  as  shown  in 
Figure  2-23,  establishment  employment  finished  its  third  year  of  growth  at 
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Box  2-3;  The  Climate  Action  Plan 

In  2009,  the  President  committed  the  United  States  to  cut  green¬ 
house  gas  emissions  by  approximately  17  percent  below  2005  levels  by 
2020.  The  President’s  June  25,  2013  Climate  Speech  noted  that,  “Climate 
change  represents  one  of  our  greatest  challenges  of  our  time,  but  it  is  a 
challenge  uniquely  suited  to  America’s  strengths.”  Following  that  speech, 
the  President  laid  out  a  three-pronged  approach  to  addressing  the 
challenges  of  climate  change:  1)  reduce  carbon  emissions  in  the  United 
States;  2)  prepare  America  for  the  impacts  of  climate  change;  and  3)  lead 
international  efforts  to  fight  climate  change  and  adapt  to  its  impacts. 

The  United  States  has  already  made  substantial  progress  toward 
the  2020  emissions  reduction  goal.  In  2012,  U.S.  carbon  emissions 
declined  to  their  lowest  levels  in  nearly  20  years  while  the  economy 
continued  to  grow.  The  Administration  has  continued  to  build  on  this 
progress  by  proposing  tough  new  rules  to  cut  carbon  pollution  from 
new  fossil-fuel-fired  power  plants  and  by  developing  new  rules  to  reduce 
carbon  pollution  from  existing  power  plants,  as  well  as  by  proposing 
new  energy  efficiency  standards  for  appliances,  announcing  new  funding 
for  advanced  fossil-energy  projects,  and  other  important  actions.  These 
steps  will  help  to  protect  the  welfare  of  future  generations  and  will  put 
America  in  a  position  to  achieve  sustainable  economic  growth  by  relying 
on  the  Nation’s  clean  energy  sources. 

The  Climate  Action  Plan  also  lays  out  steps  to  ensure  that  the 
country  is  ready  to  manage  the  inevitable  and  already  realized  impacts 
of  climate  change.  For  example,  the  Administration  will  lead  an  effort  to 
assist  State  and  local  governments  to  make  our  infrastructure,  communi¬ 
ties,  and  natural  resources  more  resilient,  including  through  strengthen¬ 
ing  our  roads,  bridges,  and  shorelines  to  better  protect  people’s  homes, 
businesses  and  everyday  lives  from  severe  weather  worsened  by  climate 
change. 

Climate  change  is  a  global  challenge  that  cannot  be  solved  by  any 
single  country;  therefore,  it  is  imperative  for  the  United  States  to  couple 
action  at  home  with  leadership  internationally.  America  must  help  forge 
a  truly  global  solution  to  this  global  challenge  by  galvanizing  interna¬ 
tional  action  to  significantly  reduce  emissions  (particularly  among  the 
major  emitting  countries),  preparing  for  climate  impacts,  and  driving 
progress  through  international  negotiations. 
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I  'igurc  2-22 

Unemployment  Rate,  1979-2014 

I’erccni 


Source:  Hurcuu  of  I  Jibor  Slatislics,  Clurrent  I’opiilation  Surx  e\ . 


I'igurc  2-23 

Nonfarm  Payroll  Employment,  2007-2014 

12-inonth  change,  millions,  not  setisonalh'  adjusted 


Note:  Total  cscludcs  temporary  deecniiial  (Census  workers.  Shading  denotes  recession. 
Source;  Bureau  of  1  abor  Statistics,  Current  l  iiiployment  Statisucs. 
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l  igurc  2-24 

Unemployment  Rate  by  Duration,  1990-2014 

Percent  of  ci\  iliiui  labor  foree 


Note:  Shading  denotes  recession. 

Source:  Hurtxiu  of  I  alx)r  Statistics,  (Airrent  I’opulation  Surr  ey. 


roughly  2.3  million  a  year  (or  about  190,000  a  month)^.  The  strength  of  the 
labor  market  was  not  matched  by  the  growth  of  output,  with  some  puzzling 
developments  in  the  relation  between  the  unemployment  rate  and  GDP,  and 
also  the  relationship  between  employee-hours  and  output  (productivity). 

The  current  elevation  of  the  unemployment  rate  is  entirely  due  to 
long-term  unemployment.  In  December  2013,  the  unemployment  rate  for 
workers  unemployed  26  weeks  or  less  fell  to  lower  than  its  average  in  the 
2001-07  period,  while  the  unemployment  rate  for  workers  unemployed  27 
weeks  or  more  remained  higher  than  at  any  time  prior  to  the  Great  Recession. 
But  the  long-term  unemployment  rate  has  declined  by  1.1  percentage  points 
in  the  last  two  years,  a  steeper  decline  than  the  0.5  percentage  point  drop  in 
the  short-term  unemployment  rate  over  that  period  (Figure  2-24). 

^  The  Department  of  Labor  conducts  several  labor  market  surveys.  The  household  surA’ey— 
conducted  in  cooperation  with  the  Bureau  of  Census— queries  60,000  households  every  month 
with  a  variety  of  questions  including  whether  members  of  that  household  were  working 
or  looking  for  a  job,  and  this  survey  is  the  source  of  the  unemployment  rate,  among  other 
important  statistics.  The  Establishment  (or  Payroll)  sur\’ey  queries  employers  about  how 
many  workers  they  employed,  how  many  hours  did  the)'  work,  and  what  the)’  were  paid. 

The  Establishment  sur\'ey  is  the  source  of  the  most  quoted  figures  for  job  growth.  The  Job 
Openings  and  Labor  Turnover  Survey  (JOLTS)  (a  relatively  new  survey,  begun  in  2000)  also 
queries  employers  about  their  job  openings  (vacancies)  as  well  as  their  hiring,  quits,  and 
layoffs. 
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I  'iourc  2-25 

Predicted  vs.  Actual  Manufacturing 
Payroll  Employment,  2000-2014 

Millions,  seasonally  adjusted 


Note:  (ira\  shadiii«  denotes  reeession.  Itlue  shadinn  denotes  the  95‘~(  eonlidenee  inlers  al  of  the  nonn;il 
esclical  rclxnind. 

Source:  Hnrean  of  I  xtlxH  Statistics,  C'unenl  1  iinplox  mcnt  Statistics;  CdiA  calculations. 


Of  the  2.3  million  increase  in  payroll  employment  during  the  12 
months  of  2013,  about  4  percent  was  in  manufacturing,  7  percent  was  in 
construction,  and  90  percent  was  in  the  private  service-providing  industries. 
Within  the  service-providing  industries,  the  sectors  showing  the  strongest 
job  growth  were  professional  and  business  services  (29  percent  of  total 
employment  growth),  retail  trade  (15  percent)  and  health  care  (9  percent  of 
the  total). 

Over  the  course  of  the  recoveiy,  manufacturing  has  added  622,000 
jobs  since  its  trough.  Some  have  pointed  to  this  growth,  following  a  decade 
of  job  losses,  as  indicating  a  resurgence  in  manufacturing,  while  others 
have  suggested  that  this  rebound  simply  reflects  the  normal  cyclical  pattern 
given  the  depth  of  the  recession.  The  Council  of  Economic  Advisers  (CEA) 
analysis  suggests  that  while  the  overall  recovery  did  in  fact  contribute  to  the 
stabilization  of  manufacturing  job  losses,  the  job  gains  are  about  500,000 
above  and  beyond  what  would  be  associated  with  the  historical  cyclical  pat¬ 
tern  (Figure  2-25). 

Further  evidence  of  the  healing  of  the  job  market  comes  from  the 
number  of  job  vacancies,  which  increased  6  percent  during  the  12  months 
through  November  (the  latest  available  at  press  time).  There  are  now  2.6 
unemployed  workers  for  each  job  vacancy,  less  than  half  of  the  number 
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following  the  business-cycle  trough  in  2009,  but  still  in  excess  of  the  average 
two-to-one  ratio  from  2001  to  2007. 

age  Growth  and  Price  Inflation 

Hourly  compensation  (including  non-wage  benefits)  increased  2.0 
percent  during  the  12  months  of  2013,  the  fourth  consecutive  year  of  growth 
at  around  a  2-percent  rate,  according  the  Employment  Cost  Index.  Prices 
in  the  nonfarm  business  sector  increased  at  a  1.6  percent  annual  rate  dur¬ 
ing  these  four  years;  so  from  the  viewpoint  of  a  typical  employer,  the  real 
product  hourly  compensation  increased  0.4  percent  at  an  annual  rate.  These 
four-year  growth  rates  for  real  hourly  compensation  were  less  than  the  1.2 
percent  increase  in  labor  productivity,  and  as  a  result,  the  labor  share  of 
nonfarm  business  output  (and  of  gross  domestic  income)  declined. 

Growth  in  real  wages  (that  is,  take-home  wages  not  including  benefits) 
of  production  workers  picked  up  to  0.7  percent  in  2013  from  a  0.1  percent 
decline  a  year  earlier.  Nominal  wages  increased  2.2  percent  in  2013  (up  from 
a  year  earlier)  while  prices  for  wage  earners  rose  1.5  percent  (down  from  a 
year  earlier). 

Consumer  prices  excluding  food  and  energy  (the  core  CPI)  rose  1.7 
percent  during  the  12  months  of  2013,  down  from  1.9  percent  during  2012. 
Overall,  consumer  prices  rose  just  1.5  percent  during  the  year  as  food  prices 
increased  only  1.1  percent  and  energ)'  prices  inched  up  0.5  percent. 

Although  inflation  edged  lower  in  2013,  the  relative  stability  of  infla¬ 
tion  during  the  recession  and  slow  recovery  presents  a  puzzle.  During  this 
period,  the  unemployment  rate  has  been  much  higher  than  its  long-term 
average,  and  higher  than  the  rate  that  is  generally  considered  consistent  with 
stable  inflation.  Under  these  circumstances,  conventional  economic  theory 
and  historical  experience  would  have  expected  declining  inflation  and 
perhaps  even  negative  inflation.  In  contrast,  inflation  has  remained  fairly 
stable  since  the  business-cycle  peak  with  the  12-month  change  in  core  CPI 
inflation  never  falling  below  0.6  percent,  raising  a  puzzle  of  missing  disinfla¬ 
tion.  Standard  explanations  of  the  missing  disinflation  focus  on  anchored 
expectations  arising  from  increased  Federal  Reserve  credibility  associated 
with  targeting  an  inflation  rate  of  approximately  2  percent  (for  example, 
Fuhrer  and  Olivei  2010,  Stock  and  Watson  2010,  Ball  and  Mazumder  2011). 

In  addition  to  anchored  expectations,  a  second  factor  behind  the  lack 
of  disinflation  appears  to  be  the  unusually  high  fraction  of  the  long-term 
unemployed  in  this  recovery.  Those  unemployed  for  only  short  durations 
search  more  intensely  for  a  new  job  (Krueger  and  Mueller  2011)  and  are 
also  potentially  more  likely  to  match  with  a  good  job,  which  suggests  that  the 
short-term  unemployed  put  more  downward  pressure  on  wages  than  those 
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Box  2-4:  Unemployment  Duration  and  Inflation 

A  standard  wage-price  Phillips  curve  relates  wage  inflation,  minus 
expected  price  inflation,  to  the  unemployment  rate.  A  benchmark 
specification  uses  previous-year  price  inflation  as  a  proxy  for  expected 
price  inflation  (for  example,  Gordon  1990).  In  this  specification,  2009-13 
represents  a  cluster  of  outliers  in  which  wages  fell  less  than  would  have 
been  expected  based  on  historical  relationships  and  the  very-elevated 
unemployment  rate.  But  some  research,  both  older  and  recent,  suggests 
that  the  composition  of  unemployment  by  duration  can  be  important, 
in  particular  that  the  short-term  unemployment  rate  might  be  a  better 
measure  of  wage  pressure  than  the  total  unemployment  rate,  perhaps 
because  employers  prefer  to  hire  those  who  have  spent  less  time  since 
their  last  job  or  because  job-search  intensity  declines  with  the  duration 
of  unemployment  (Layard,  Nickell,  and  Jackman  1991,  Blanchard  and 
Diamond  1994,  Krueger  and  Mueller  2011,  Stock  2011,  Gordon  2013).  In 
fact,  as  is  shown  in  the  Figure  below,  if  this  wage-price  Phillips  relation  is 
expressed  in  terms  of  the  short-term  unemployment  rate  rather  than  the 
overall  unemployment  rate,  the  recovery  is  no  longer  an  outlier. 


Growth  in  Expected  Average  Hourly  Earnings  vs. 
Short-Term  Unemployment,  1976-2013 

\\  age  inflation  minus  preceding  year's  price  inflation  (ixtrccntagc  points) 


I  nemploy  inent  rate:  14  w  eeks  &  less  (ixtrcent) 


Note:  Ascrage  hourly  caniings  cor  ers  production  and  nonsuiKrr  isory  workers. 
Source:  Hureau  of  l.alx)r  Statistics,  Current  Population  Surr  ey ;  Bureau  of  Heononiic 
.Analy  sis,  .Xatioiiid  Ineonie  and  Prtxluet  .\eeounts. 


A  second  way  to  illustrate  the  lack  of  disinflation  is  to  consider 
dynamic  forecasts  produced  by  a  standard  backwards-looking  Phillips 
curv'e,  in  which  the  change  in  core  price  inflation  depends  on  past  core 
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price  inflation  and  a  measure  of  economic  slack.  Estimating  this  model 
through  2007,  then  simulating  it  using  the  actual  unemployment  rate 
post-2007,  but  not  using  prices  during  that  period  (a  method  referred  to 
as  a  dynamic  simulation),  permits  judging  whether  the  actual  inflation 
path  accords  with  what  would  have  been  predicted  based  on  historical 
experience.  As  the  Figure  below  shows,  when  the  dynamic  simulation 
is  conducted  using  the  total  unemployment  rate,  the  historical  relation¬ 
ship  would  have  predicted  substantially  more  disinflation  than  actually 
occurred.  In  contrast,  there  is  no  missing  disinflation  when  the  measure 
of  economic  slack  is  the  short-term  unemployment  rate.  The  wage-price 
Phillips  curve  in  the  figure  above,  and  the  dynamic  price  Phillips  curve 
forecasts  in  the  figure  below,  suggest  that  the  short-term  unemployment 
rate  might  be  a  better  measure  of  effective  economic  slack  than  the  long¬ 
term  unemployment  rate. 


Core  Consumer  Price  Inflation:  Actual  vs.  Predicted,  2006-2013 

4-tiu;u  Icr  chmigc 
3.0  1 

2()13:Q4 

2.5  - 
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\  iiiiciiiploMiicnl  liilc 


I’lvOicR'd  iisiii!,' 
uiii.inplo\mcm  nilc 


■Sole:  l)>namic  simulation  of  price -price  l’hilli])s  Ciirt  c.  Core  consumer  price  iiiniitioii  is  measured  b\ 
die  price  index  for  eousinner  siKiidiup  excluding  I'ood  and  cnerg\  in  the  Natiomil  Income  .\eeoimts. 
Shaditig  denotes  recession. 

Source:  Bureau  of  I  nbor  Statistics,  Current  I’opulatioti  Siin  cx :  Bureau  of  Ixoiiomic  .Analysis,  National 
liieome  and  I’rodnet  Aceoimts;  CH.A  ealeulatioiis. 


who  have  been  unemployed  for  more  than  six  months.  While  the  relation¬ 
ship  between  the  overall  unemployment  rate  and  inflation  in  recent  years  is 
puzzling,  the  relationship  between  short-term  unemployment  and  inflation 
is  less  so,  as  discussed  in  Box  2-4. 


The  Year  In  Review  And  The  Years  Ahead  |  83 


The  Long-Term  Outlook 


The  1 1  -  Year  Forecast 

Although  real  GDP  has  grown  at  a  roughly  2  percent  rate  for  each  of 
the  past  three  years,  a  foundation  is  in  place  for  faster  growth  during  2014, 
as  most  components  of  demand  point  to  faster  growth  while  the  supply  side 
does  not  appear  constraining.  Although  fiscal  policy  has  generally  increased 
the  level  of  output,  it  has  been  a  drag  on  GDP  growth  in  the  last  several  years 
and  especially  in  2013.  The  rate  of  decline  in  the  deficit-to-GDP  ratio  will 
likely  moderate  in  2014  under  the  President’s  Budget  policy  as  well  as  under 
current  law,  as  noted  earlier  in  this  chapter.  Consumer  spending  likely  has 
adjusted  by  now  to  the  expiration  of  the  payroll  tax  cut,  but  it  probably  has 
not  adjusted  to  the  gains  in  housing  and  stock  market  wealth.  End-of-2013 
indicators  suggest  that  growth  among  our  European  trading  partners  is 
looking  up,  suggesting  stronger  exports  in  2014  than  in  2013.  While  not 
much  growth  can  be  expected  from  real  State  and  local  spending,  the  latest 
quarterly  data  suggest  that  it  will  no  longer  be  a  substantial  drag  on  overall 
growth.  As  discussed  earlier  in  the  chapter,  firms  appear  ready  to  step  up 
business  investment  if  consumer  spending  picks  up.  Business  investment 
will  grow  if  everything  else  does.  With  the  unemployment  rate  in  January 
2014  at  6.6  percent  and  the  capacity  utilization  rate  in  manufacturing  at 
about  77  percent,  the  economy  has  room  to  grow. 

The  Administration’s  economic  forecast,  as  finalized  on  November 
21,  2013  is  presented  in  Table  2.1,  and  is  the  forecast  that  underpins  the 
President’s  FY  2015  Budget.  The  Administration  expects  real  GDP  to  accel¬ 
erate  from  a  2.3  rate  during  the  four  quarters  of  2013  to  3.3  percent  during 
2014.  (Data  released  after  the  forecast  was  finalized  show  a  slightly  faster- 
than  expected  growth  rate  during  2013,  2.5  percent  rather  than  2.3  percent.) 
These  projections,  as  is  standard  for  the  Administration’s  budget  forecast, 
assume  enactment  of  the  President’s  Budget — including  the  Opportunity, 
Growth  and  Security  initiative. 

The  forecast  assumed  that  the  unemployment  rate  would  fall  0.5 
percentage  point  in  the  four  quarters  of  2014.  Since  the  forecast  was  final¬ 
ized  in  November  the  unemployment  rate  has  fallen  from  7.3  percent  (as 
first  published  for  October)  to  6.6  percent  in  January  2014,  considerably 
faster  than  the  pace  forecasted  by  the  Administration  or  by  the  consensus  of 
private  sector  forecasters.  As  a  result,  the  Administration’s  budget  forecast 
of  an  unemployment  rate  averaging  6.9  percent  in  2014  does  not  reflect  the 
latest  information  and  an  updated  projection  would  forecast  a  continued 
decline  in  the  unemployment  rate  over  the  course  of  the  year.  A  revised 
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Table  2-1 

Administration  Economic  Forecast 


Nominal 

GDP 

Real 

GDP 

(chain-type) 

GDP  price 
index 

(chain-t\pe) 

Consumer 
price  index 
(CPl-U) 

Unemploy¬ 
ment  rate 
(percent) 

Interest  rate, 
91 -day 
Treasury 
bills 

(percent) 

Interest  rate, 
10-year 
Treasury 
notes 
(percent) 

Percent  change,  Q4-to-Q4 

bevel,  calendar  year 

2012  (actual) 

3.8 

2.0 

1.8 

1.9 

8.1 

0.1 

1.8 

2013 

3,6 

2.3 

1.3 

1.1 

mm 

0.1 

2.3 

2014 

5.0 

3.3 

1.6 

1.9 

0.1 

3.0 

2015 

5.2 

3.4 

1.8 

2.1 

0.3 

3.5 

2016 

5.3 

3.3 

2.0 

2.2 

6.0 

1.2 

4.0 

2017 

5.3 

3.2 

2.0 

2.3 

5,6 

mSM 

4.3 

2018 

4,7 

2,6 

2.0 

2.3 

5.4 

4,6 

2019 

4.6 

2.5 

2.0 

2.3 

5.4 

HH 

4.7 

2020 

4.5 

2.4 

2.0 

2.3 

5.4 

4.9 

2021 

4.4 

2.3 

2.0 

2.3 

5.4 

3.7 

5.0 

2022 

4.4 

2.3 

2.0 

2.3 

5.4 

3.7 

5.1 

2023 

4.4 

2.3 

2.0 

2.3 

5.4 

3.7 

5.1 

2024 

4,4 

2.3 

2.3 

5.4 

3.7 

5,1 

Note:  Ihese  forecasts  were  based  on  data  available  as  of  November  21,  2013,  and  were  used  for  the  FY  2015 
Budget,  Ihe  interest  rate  on  91  -day  T-bills  is  measured  on  a  secondary-market  discount  basis. 

Source:  Ihe  forecast  was  done  jointly  with  the  Council  of  Economic  Adsisers,  the  Department  of  Commerce, 
(the  Bureau  of  Economic  Analysis)  and  the  Department  the  Treasury,  and  the  Office  of  Management  and  Budget, 


Administration  forecast  will  be  released  in  the  Mid-Session  Review  of  the 
Budget  over  the  summer. 

Real  GDP  is  projected  to  grow  in  the  3.2-to-3.4  percent  range  during 
the  four  years  through  2017,  as  the  economy  gradually  uses  up  the  slack  sug¬ 
gested  by  the  current  elevated  level  of  the  unemployment  rate.  By  the  fourth 
quarter  of  2017,  the  unemployment  rate  is  expected  to  fall  to  5.5  percent. 

Nominal  interest  rates  are  currently  low  due  to  the  fact  that  the  econ¬ 
omy  has  not  fully  healed  together  with  monetaiy  policy  that  has  kept  rates 
low  across  a  wide  range  of  Treasury  securities.  Consistent  with  the  forward 
policy  guidance  at  the  time  that  the  forecast  was  made,  interest  rates  are  pro¬ 
jected  to  increase  for  maturities  that  extend  through  periods  covering  dates 
when  the  unemployment  rate  is  expected  to  fall  below  6.5  percent.  Interest 
rates  are  expected  to  continue  to  climb  as  the  economy  approaches  full 
employment.  After  that  point,  projected  real  interest  rates  (that  is,  nominal 
rates  less  the  projected  rate  of  inflation)  will  be  close  to  their  historical  aver¬ 
age.  These  interest-rate  paths  are  close  to  those  projected  by  the  consensus 
of  professional  economists. 
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Growth  in  GDP  over  the  Long  Term 

As  discussed  earlier,  the  growth  rate  of  the  economy  over  the  long  run 
is  determined  by  the  growth  of  its  supply-side  components,  demographics, 
and  technological  change.  The  growth  rate  that  characterizes  the  long-run 
trend  in  real  U.S.  GDP — or  potential  GDP — plays  an  important  role  in  guid¬ 
ing  the  Administration’s  long-run  forecast.  Through  2020,  potential  real 
GDP  is  projected  to  grow  at  a  2.4  percent  annual  rate,  before  slowing  to  2.3 
percent  during  the  three-year  period  2021-24.  These  growth  rates  are  slower 
than  in  the  past  because  of  the  movement  of  the  baby-boom  generation  into 
the  retirement  years.  These  gro^^4h  rates  for  potential  real  GDP  are  based 
on  the  assumption  of  no  change  to  immigration  law.  If,  however,  immigra¬ 
tion  law  were  to  be  revised  along  the  lines  of  the  Border  Security,  Economic 
Opportunity,  and  Immigration  Modernization  Act  (S.744)  that  the  Senate 
approved  in  June,  the  growth  rate  of  potential  real  GDP  would  be  higher, 
because  of  faster  growth  of  the  working-age  population  and  increased  total 
factor  productivity  growth  (Box  2-5).  The  Budget  totals  reflect  the  effects 
of  immigration  reform  by  incorporating  the  CBO  score  directly  into  the 
Budget.  This  CBO  score  incorporates  both  direct  policy  effects  and  the 
broader  economic  impact.  In  order  to  avoid  double  counting  with  this 
estimate,  the  economic  forecast  does  not  reflect  the  effects  of  immigration 
reform. 

Table  2-2  shows  the  Administration’s  forecast  for  the  contribution  of 
each  supply-side  factor  to  the  growth  in  potential  real  GDP:  the  working- 
age  population,  the  rate  of  labor  force  participation,  the  employed  share  of 
the  labor  force,  the  ratio  of  nonfarm  business  employment  to  household 
employment,  the  length  of  the  workweek,  labor  productivity,  and  the  ratio 
of  real  GDP  to  nonfarm  output.  Each  column  in  Table  2-2  shows  the  average 
annual  groMh  rate  for  each  factor  over  a  specific  period  of  time.  The  first 
column  shows  the  long-run  average  groMh  rates  between  the  business- 
cycle  peak  of  1953  and  the  business-cycle  peak  of  2007,  with  business-cycle 
peaks  chosen  as  end  points  to  remove  the  substantial  fluctuations  within 
cycles.  The  second  column  shows  average  growth  rates  between  the  fourth 
quarter  of  2007  and  the  third  quarter  of  2013,  a  period  that  includes  the 
2007-09  recession  and  the  recoveiy  so  far.  The  third  column  shows  the 
Administration’s  projection  for  the  entire  11 -year  forecast  period,  from  the 
third  quarter  of  2013  to  the  fourth  quarter  of  2024.  And  the  fourth  column 
shows  average  projected  growth  rates  between  the  fourth  quarter  of  2020 
and  the  fourth  quarter  of  2024;  that  is,  the  last  four  years  of  the  forecast 
interval  when  the  economy  is  assumed  to  settle  into  steady-state  growth. 
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Table  2-2 


Supply-Side  Components  of  Actual  and  Potential  Real  GDP  Growth,  1952-2024 


Component 

Growth  rate' 

History, 

peak-to- 

peak 

Recent 
history, 
since  peak 

Forecast 

Out-year 

forecast 

19.3.3:02  to 
2007:Q4‘’ 

2007:Q4  to 
2013:Q3 

201.3:Q3to 

2024:Q4 

2020:04  to 
2024:04 

1.  Civilian  nonin.stitutional  population  aged  16-t 

1.4 

I.l 

1.0 

0.9 

2.  Labor  force  participation  rate 

0.2 

-0.7 

-0.2 

-0.3 

3.  Emplo)’ed  share  of  the  labor  force 

0.0 

-0..3 

0.2 

0.0 

4.  Ratio  of  nonfarm  business  employment  to 

household  employment 

0.0 

-0.5 

0.0 

-0.4 

5.  Average  weekly  hours  (nonfarm  business) 

-0.3 

0.0 

0.0 

0.0 

6.  Output  per  hour  (productivity,  nonfarm  business)' 

2.2 

1.7 

2.1 

2.2 

7.  Ratio  of  real  GDP  to  nonfarm  business  output' 

-0.2 

-0.1 

-0.3 

-0.1 

8.  Sum:  Actual  real  CDR 

1.1 

2.7 

2.3 

9.  Memo:  Potential  real  CDP 

2.0 

2.3 

2.3 

a.  All  contributions  are  in  percentage  points  at  an  annual  rate,  forecast  finalized  in  November  2013.  Total  may 
not  add  up  due  to  rounding. 

b.  1 9.33:Q2  and  2007 :Q4  are  business-cycle  peaks. 

c.  Real  GDP  and  real  nonfarm  business  output  are  measured  as  the  average  of  income-  and  product-side  measures. 
Note:  Population,  labor  force,  and  household  emplo)  ment  base  been  adjusted  for  discontinuities  in  the  population 

series.  Nonfarm  business  employment,  and  the  workweek,  come  from  the  Labor  Productivity  and  Costs  database 
maintained  by  the  Bureau  of  Labor  Statistics. 

Source:  Bureau  of  Labor  Statistics,  Current  Population  Survey,  Labor  Productivity  and  Costs;  Bureau  of  Economic 
Analysis,  National  Income  and  Product  zVccounts;  Department  of  the  Treasury;  Office  of  Management  and  Budget; 
CEA  calculations. 


The  population  is  projected  to  grow  1.0  percent  a  year,  on  average, 
over  the  projection  period  (line  1,  column  3),  following  the  projection 
published  by  the  Social  Security  Administration.  Over  this  same  period,  the 
labor  force  participation  rate  is  projected  to  decline  0.2  percent  a  year  (line 
2,  column  3).  This  projected  moderate  decline  in  the  labor  force  participa¬ 
tion  rate  reflects  a  balance  of  opposing  influences:  a  negative  demographic 
trend  partially  offset  by  increasing  demand.  The  entry  of  the  baby-boom 
generation  into  its  retirement  years  is  expected  to  reduce  the  participa¬ 
tion  rate  trend  by  about  0.4  percent  a  year  through  2020  and  by  about  0.3 
percent  during  the  2020-24  period  (as  can  be  seen  in  column  4).  During 
the  next  several  years,  however,  rising  labor  demand  due  to  the  continuing 
business-cycle  recoveiy  is  expected  to  offset  some  of  this  downward  trend. 
Young  adults,  in  particular,  have  been  preparing  themselves  for  labor-force 
entry  through  additional  education.  The  share  of  young  adults  aged  16  to 
24  enrolled  in  school  between  January  2008  and  December  2012  rose  well 
above  its  trend,  enough  to  account  for  the  entire  decline  in  the  labor  force 
participation  rate  for  this  age  group  over  this  period.  As  these  young  adults 
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Box  2-5:  Immigration  Reform  and  Potential  GDP  Growth 

Immigration  reform  would  boost  real  GDP  growth  during 
the  10-year  budget  window  and  for  the  10  years  through  2034  too. 
Immigration  reform  would  directly  raise  the  growth  of  the  working- 
age  population.  As  a  result,  the  labor  force  would  grow  faster  as  well. 
According  to  the  Congressional  Budget  Office  (CBO),  the  labor  force 
would  grow  0.35  percentage  point  a  year  faster  through  2033  than 
without  the  legislation.  The  faster  growth  of  the  labor  force  would  be  the 
prime  reason  supporting  an  additional  0.3  percent  a  year  of  real  GDP 
growth. 

In  addition,  CBO  also  assumes  that  immigration  reform  would  add 
to  real  GDP  growth  by  boosting  investment  and  raising  the  productiv¬ 
ity  of  labor  and  capital  (known  as  total  factor  productivity).  Although 
immigrants  constituted  just  12  percent  of  the  population  in  2000,  they 
accounted  for  26  percent  of  the  U.S.-based  Nobel  Prize  winners  between 
1990  and  2000.  Immigrants  ctjso  comprised  25  percent  of  the  founders 
of  public-venture-backed  companies  started  between  1990  and  2005, 
and  they  received  patents  at  twice  the  rate  of  the  native-born  population. 


complete  their  education,  most  are  expected  to  enter  or  reenter  the  labor 
force. 

The  employed  share  of  the  labor  force— which  is  equal  to  one  minus 
the  unemployment  rate — is  expected  to  increase  at  an  average  0.2  percent  a 
year  over  the  next  1 1  years.  It  is  expected  to  be  unchanged  after  2018  when 
the  unemployment  rate  converges  to  the  rate  consistent  with  stable  inflation. 
'I'he  workweek  is  projected  to  be  roughly  flat  during  the  forecast  period, 
somewhat  less  of  a  decline  than  its  long-term  historical  trend  of  -0.3  percent. 
The  workweek  is  expected  to  stabilize  because  some  of  the  demographic 
forces  pushing  it  down  are  largely  spent,  and  because  a  longer  workweek 
is  projected  to  compensate  for  the  anticipated  decline  in  the  labor  force 
participation  rate. 

Labor  productivity  is  projected  to  increase  2.1  percent  a  year  over 
the  forecast  interval  and  2.2  percent  in  the  long  run  (line  6,  columns  3  and 
4),  roughly  the  same  as  the  average  growth  rate  from  1953  to  2007  (line  6, 
column  1).  The  elevated  rate  of  long-term  unemployment  poses  some  risk 
to  the  projection  insofar  as  the  human  capital  of  workers  may  deteriorate 
with  prolonged  unemployment.  That  said,  higher  rates  of  school  enrollment 
among  young  adults  in  recent  years,  as  noted,  should  contribute  to  produc¬ 
tivity  growth  in  the  coming  years. 


88  I  Chapter  2 


The  ratio  of  real  GDP  to  nonfarm  business  output  is  expected  to  sub¬ 
tract  from  GDP  growth  over  the  projection  period  (line  7,  column  3),  con¬ 
sistent  with  its  long-run  trend.  The  nonfarm  business  sector  generally  grows 
faster  than  government,  households,  and  nonprofit  institutions,  where  an 
accounting  convention  holds  productivity  growth  to  zero. 

Summing  the  growth  rates  of  all  of  its  components,  real  GDP  is  pro¬ 
jected  to  rise  at  an  average  2.7  percent  a  year  over  the  projection  period  (line 

8,  column  3),  somewhat  faster  than  the  2.3  percent  annual  growth  rate  for 
potential  real  GDP  (line  9,  column  3).  Actual  GDP  is  expected  to  grow  faster 
than  potential  GDP  primarily  because  of  the  projected  rise  in  the  employ¬ 
ment  rate  (line  3,  column  3)  as  millions  of  currently  unemployed  workers 
find  jobs. 

Real  potential  GDP  (line  9,  column  4)  is  projected  to  grow  more 
slowly  than  the  long-term  historical  growth  rate  of  3.3  percent  a  year  (line 

9,  column  1).  As  discussed  earlier,  the  projected  slowdown  in  real  poten¬ 
tial  GDP  growth  primarily  reflects  the  lower  projected  growth  rate  of  the 
working-age  population  and  the  retirement  of  the  baby-boom  cohort.  If  the 
effects  of  immigration  reform  were  incorporated  into  this  forecast,  however, 
then  it  would  show  a  higher  real  potential  GDP  growth  rate. 

Conclusion 

As  of  December  2013,  private  payroll  employment  had  increased 
for  46  months,  and  more  gains  are  expected  during  the  coming  year.  The 
economy  is  well  situated  for  a  pickup  in  growth,  with  households  having 
made  progress  in  deleveraging  and  building  wealth,  with  housing  demand 
gathering  momentum,  with  inflation  that  is  low  and  stable,  and  especially 
with  the  four-year  period  of  fiscal  consolidation  now  largely  behind  us. 
This  past  year’s  budget  brinksmanship  has  receded  into  legislation  that 
will  provide  some  stability  during  the  coming  year.  If  international  econo¬ 
mies  and  markets  are  stable  or  improving,  that  would  support  exports. 
The  energ)'  sector  has  also  supported  sustainable  growth  with  substantial 
increases  in  domestic  energy  supply,  declines  in  energy  imports,  and  prog¬ 
ress  toward  reducing  carbon  dioxide  emissions.  With  these  foundations,  the 
Administration  forecast  projects  an  increase  in  growth  during  the  next  few 
years.  The  growth  rate  over  the  budget  window  will  be  limited,  however,  by 
demographic  forces  that  lower  the  participation  rate,  although  immigration 
reform  would  both  raise  the  participation  rate  and  raise  the  gro^^4h  rate  of 
the  working-age  population. 
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Even  with  this  growth,  however,  the  economy  would  remain  below 
its  full  potential  and  the  unemployment  rate  would  remain  unacceptably 
high.  Additional  sound  policies  would  speed  the  return  of  the  economy  to 
its  full  potential,  including  policies  like  investments  in  infrastructure  and 
increasing  certainty  through  business  tax  reform.  Conversely,  adverse  policy 
developments  in  the  United  States  or  adverse  shocks  in  the  United  States  or 
abroad  could  impede  this  favorable  scenario. 
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CHAPTER  3 

THE  ECONOMIC  IMPACT  OF 
THE  AMERICAN  RECOVERY 
AND  REINVESTMENT  ACT 
FIVE  YEARS  LATER 


On  February  17,  2009,  President  Obama  signed  into  law  tbe  American 
Recovery  and  Reinvestment  Act  of  2009,  also  known  as  the  Recovery 
Act,  or  “ARRA.”  At  the  time,  the  country  was  going  through  the  worst 
economic  and  financial  crisis  since  the  Great  Depression.  In  the  year  lead¬ 
ing  up  to  the  passage  of  the  Act,  private  employers  shed  4.6  million  jobs 
and  another  698,000  were  lost  that  February  alone.  Trillions  of  dollars  of 
household  wealth  had  been  wiped  out,  and  the  economy’s  total  output,  as 
measured  by  real  gross  domestic  product  (GDP),  was  in  the  midst  of  its  most 
severe  downturn  since  World  War  II. 

The  purpose  of  the  Recoveiy  Act  was  to  provide  countercyclical  fiscal 
support  for  the  economy  as  part  of  a  suite  of  monetary  and  fiscal  policies 
aimed  at  containing  the  already-severe  recession  that,  had  it  spiraled  fur¬ 
ther,  could  have  resulted  in  a  second  Great  Depression.  The  Act  was  also 
intended  to  lay  the  foundation  for  a  stronger  and  more  resilient  economy 
in  the  future. 

In  the  four  years  following  the  Recoveiy  Act,  the  President  built  on 
this  initial  step,  signing  into  law  over  a  dozen  fiscal  measures  aiming  to 
speed  job  creation.  These  measures,  which  extended  key  elements  of  the 
Recovery  Act  and  provided  new  sources  of  support,  were  motivated  by  a 
deepening  understanding  of  the  severity  of  the  initial  shocks  to  the  economy, 
as  well  as  by  new  challenges  that  subsequently  arose.  These  additional  mea¬ 
sures  nearly  doubled  the  size  and  impact  of  the  Recovery  Act’s  fiscal  support 
to  the  economy  through  the  end  of  2012. 

Nearly  half  of  the  jobs  measures  in  the  Recover)'  Act  and  subsequent 
legislation,  or  $689  billion,  were  tax  cuts — with  most  of  them  directed  at 
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families.  The  other  half  was  for  investments  in  critical  areas  such  as  rebuild¬ 
ing  bridges  and  roads,  supporting  teacher  jobs,  or  providing  temporary  help 
for  those  who  found  themselves  unemployed  because  of  the  impact  of  the 
Great  Recession. 

7'he  economic  picture  today  is  much  brighter.  GDP  per  capita  started 
expanding  in  the  third  quarter  of  2009  and  reached  its  pre-crisis  level  in 
about  four  years,  considerably  faster  than  the  historical  record  suggests  is 
the  typical  pace  of  recovery  following  a  systemic  financial  crisis.’  Since  2010, 
the  U.S.  economy  has  also  consistently  added  over  2  million  private-sector 
jobs  a  year,  bringing  the  overall  unemployment  rate  down  to  its  lowest  level 
since  October  2008.  Job  growth  has  been  broad-based  across  sectors  and 
has  withstood  significant  headwinds,  including  more  recent  fiscal  contrac¬ 
tion  at  all  levels  of  government,  and  concerns  stemming  from  the  European 
sovereign  debt  crisis. 

As  part  of  the  unprecedented  accountability  and  transparency  pro¬ 
visions  included  in  the  Recovery  Act,  the  Council  of  Economic  Advisers 
(CEA)  was  charged  with  providing  to  Congress  quarterly  reports  on  the 
effects  of  the  Recovery  Act  on  overall  economic  activity,  and  on  employment 
in  particular.  In  this  chapter,  CEA  provides  an  assessment  of  the  effects  of 
the  Act  through  the  third  quarter  of  2013,  and  of  subsequent  jobs  measures 
through  2012. 

This  chapter  assesses  the  role  of  the  Recovery  Act  and  the  subsequent 
jobs  measures  in  helping  to  facilitate  the  economic  turnaround  since  2009. 
It  updates  previous  estimates  from  the  Council  of  Economic  Advisers  and 
other  sources  on  the  Act’s  contribution  to  employment  and  output  growth, 
and  expands  the  estimates  to  reflect  the  impact  of  the  full  set  of  fiscal  mea¬ 
sures  undertaken.  The  chapter  also  considers  how  many  investments  con¬ 
tained  in  the  Recovery  Act  have  laid  the  groundwork  for  a  more  productive 
economy  in  the  years  ahead  and  will  support  growth  long  after  the  spending 
authorized  by  the  Act  has  fully  phased  out. 

Consistent  with  the  preponderance  of  evidence  from  numerous 
private-sector,  academic,  and  government  analyses,  this  chapter  finds  that 
the  Recover)'  Act  substantially  boosted  employment  and  output.  CEA 
estimates  that,  by  itself,  the  Recovery  Act  saved  or  created  an  average  of  1.6 
million  jobs  a  year  for  four  years  through  the  end  of  2012  (cumulatively, 
equivalent  to  about  6  million  job-years,  where  a  job-year  is  defined  as  one 
full-time  job  for  one  year).  In  addition,  the  Recover)'  Act  alone  raised  the 
level  of  GDP  by  between  2  and  2.5  percent  from  late  2009  through  mid-201 1. 
'fhe  Recover)'  Act  also  helped  individuals,  businesses,  and  State  and  local 
governments  directly  affected  by  the  downturn,  and  put  the  economy  on  a 

'  See  Reinhart  and  Rogoff  (forthcoming). 
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better  trajectory  for  long-run  growth  by  undertaking  targeted  investments 
in  education,  energ)',  and  health  care,  among  other  areas. 

Combining  effects  of  the  Recoveiy  Act  and  additional  countercyclical 
fiscal  legislation  that  followed,  CEA  estimates  that  the  cumulative  gain  in 
employment  was  about  9  million  job-years  through  the  end  of  2012.  The 
cumulative  boost  to  GDP  from  2009  through  2012  is  equivalent  to  9.5  per¬ 
cent  of  fourth  quarter  2008  GDP. 

While  these  estimates  are  substantial,  they  still  understate  the  full 
impact  of  the  Administration’s  economic  policies  in  tackling  the  Great 
Recession  due  to  being  based  only  on  the  effect  of  fiscal  measures.  CEA 
estimates  do  not  account  for  the  broader  set  of  responses  that  included  poli¬ 
cies  to  stabilize  the  financial  system,  rescue  the  auto  industry,  and  provide 
support  for  the  housing  sector — in  addition  to  the  independent  actions 
undertaken  by  the  Federal  Reser\'e. 

The  2007-09  Recession  and  the 
Early  Policy  Responses 

In  the  run-up  to  the  2007-09  recession,  the  countr)^  experienced  a 
dramatic  escalation  in  home  prices  starting  in  the  mid-1990s,  fueled  by 
lax  mortgage  underwriting  standards  and  an  abundance  of  global  capital 
in  search  of  a  safe,  dollar-denominated  return.  This  escalation  came  to  an 
abrupt  halt  in  2006.  Home  prices  stopped  rising  and  then  started  falling, 
eventually  dropping  by  30  percent  nationwide  and  even  more  in  some  areas. 
Millions  of  homeowners  found  themselves  “under  water” — that  is,  their 
mortgage  loan  balances  exceeded  the  value  of  their  homes — and  many  were 
unable  to  make  scheduled  mortgage  payments. 

Fallout  from  the  housing  crisis  quickly  spread  to  the  broader  economy 
through  a  complex  web  of  opaque  financial  instruments  and  questionable 
business  practices,  including  excessive  leverage  and  an  overreliance  on 
short-term  debt  (Financial  Crisis  Inquiry  Report  2011).  Investors  pulled 
back  from  risky  assets  and,  during  one  fateful  week  in  September  2008,  the 
investment  bank  Lehman  Brothers  went  out  of  business,  a  prominent  money 
market  fund  “broke  the  buck”  (meaning  that  depositors  could  no  longer 
count  on  getting  their  money  back  in  its  entirety,  an  almost  unprecedented 
event),  and  the  large  insurance  firm  American  International  Group  (AIG) 
teetered  on  the  edge  of  bankruptcy  until  the  U.S.  government  provided  $85 
billion  in  financial  support. 

'fhis  financial  turmoil  led  to  sharp  declines  in  real  economic  activ¬ 
ity.  From  the  third  quarter  of  2007  through  the  first  quarter  of  2009,  the 
economy  lost  more  than  $13  trillion  in  wealth,  nearly  one-fifth  of  the  total. 
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because  of  rapidly  declining  stock  and  house  prices.  This  was  much  larger 
than  the  initial  decline  in  wealth  at  the  outset  of  the  Great  Depression.^ 
Falling  asset  prices  reduced  the  value  of  collateral  and  further  restricted 
the  availability  of  credit  and,  as  credit  dried  up,  many  small  businesses  and 
even  some  large,  well-known  corporations  reported  trouble  meeting  basic 
expenses  such  as  payroll.  Faced  with  extraordinar)'^  uncertainty  about  the 
economic  future,  businesses  stopped  hiring,  laid  off  workers,  and  shelved 
investment  plans.  As  housing  and  financial  wealth  plummeted  and  concerns 
over  job  security  mounted,  consumers  cut  back  on  spending.  The  effect  was 
immediate  and  drastic:  in  the  fourth  quarter  of  2008,  personal  consump¬ 
tion  expenditures  fell  by  nearly  5  percent  and  private  investment  shrunk  31 
percent  at  an  annual  rate. 

Most  economic  forecasters  underestimated  the  magnitude  of  the  toll 
these  shocks  would  take  on  the  economy,  in  large  part  because  the  United 
States  had  not  gone  through  a  systemic  financial  crisis  since  the  Great 
Depression.  Forecasts  made  at  the  time  were  also  subject  to  considerable 
uncertainty  about  the  spillovers  to  the  rest  of  the  world,  and  about  how 
the  economy  would  respond  to  other  macroeconomic  policy  interventions 
after  the  federal  funds  rate  had  already  hit  zero.  As  shown  in  Table  3-1,  in 
December  2008,  for  example,  the  Blue  Chip  panel  of  economic  forecasters 
projected  that  real  GDP  would  fall  at  a  1.4  percent  annual  rate  in  the  first  half 
of  2009,  less  than  half  the  2.9  percent  annualized  rate  of  decline  that  actually 
occurred.  Moreover,  the  Blue  Chip  panel  of  forecasters  estimated  that  the 
unemployment  rate  would  rise  to  7.7  percent  in  the  second  quarter  of  2009, 
well  below  the  actual  rate  of  9.3  percent.  Other  indicators  showed  similarly 
large  deteriorations  relative  to  forecasts. 

Initial  Policy  Responses 

As  the  economy  slid  into  recession.  Congress  and  the  Bush 
Administration  enacted  the  Economic  Stimulus  Act  of  2008  in  February, 
'fhey  designed  the  Act  to  counteract  a  short  recession  by  providing  tem¬ 
porary  support  to  consumer  spending,  but  it  was  not  sufficient  to  reverse 
the  emerging  distress  and,  by  design,  did  not  have  long-lasting  effects.  In 
fall  2008,  as  the  initially  mild  recession  turned  into  a  full-blown  financial 
crisis,  the  U.S.  government  mounted  a  coordinated  emergency  response  to 
prevent  a  meltdown  of  the  financial  system.^  The  Federal  Reserve,  which  had 
progressively  cut  its  federal  funds  target  rate  several  times  over  the  previous 


■  See  Romer  (201 1). 

■’  A  comprehensive  timeline  of  the  policy  actions  taken  by  the  U.S.  government  can  be  found 
on  the  federal  Reser\'e  Bank  of  St.  Louis  website  http://timeline.stlouisfed.org/ 
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Table  3- 1 

Forecasted  and  Actual  Real  GDP  Growth  and  Unemployment  Rate 


Real  GDP  Growth' 

Unemployment  Rate 

Blue  Chip*' 

Surve\'  of 
Professional 
Forecasters' 

Actual 

Blue  Chip 

Sun’ey  of 
Professional 
Forecasters 

Actual 

2008:Q4 

-2.9 

-8.3 

6.7 

6.6 

6.9 

2009:Q1 

-1.1 

-5.4 

7.3 

7.0 

8.3 

2009:Q2 

1  -0.4 

0.8 

-0.4 

7.7 

7.4 

9.3 

Note:  a.  Percent  change  from  prior  quarter  at  an  annualized  rate. 

b.  Blue  Chip  forecasts  for  both  GDP  and  Unemployment  were  reported  on  December  10,  2008. 

c.  Surx’ey  of  Professional  Forecasters  forecasts  for  both  GDP  and  UnemplotTiient  were  reported  on  November  17, 
2008. 

Source:  Blue  Chip  Economic  Indicators;  Sun  ey  of  Professional  Forecasters;  Bureau  of  Labor  Statistics,  Current 
Population  Survey;  Bureau  of  Economic  Analysis,  National  Income  and  Product  Accounts. 


year,  lowered  the  rate  still  further  in  December  2008  to  near  zero,  where  it 
remains  to  this  day. 

To  prevent  runs  on  banks  and  other  financial  institutions,  the  Treasury 
Department  established  a  temporaiy  guarantee  program  for  money  market 
mutual  funds  and  the  Federal  Deposit  Insurance  Corporation  expanded  its 
guarantee  on  bank  deposits  and  debt.  The  Bush  Administration  proposed 
and  Congress  approved  the  Troubled  Asset  Relief  Program  (TARP),  provid¬ 
ing  up  to  $700  billion  to  stabilize  troubled  banks,  automakers,  insurance 
companies,  secondary  markets  for  consumer  and  small  business  loans,  and 
the  housing  sector.'* 

These  early  policy  responses  proved  fundamental  to  rescuing  the  global 
financial  system.  They  helped  repair  the  balance  sheets  of  both  financial  and 
non-financial  institutions,  restored  investor  confidence,  and  restored  the 
flow  of  credit  to  struggling  businesses  and  families.  Nevertheless,  the  econ¬ 
omy  continued  to  deteriorate,  and  aggregate  demand  remained  depressed. 
With  the  traditional  tool  of  monetary  policy,  the  federal  funds  rate,  reaching 
its  lower  bound  of  zero,  conventional  countercyclical  monetaiy  policy  could 
go  no  further,  and  the  Federal  Reserve  ultimately  opted  for  additional,  non¬ 
standard  measures. 


An  Overview  of  the  Recovery  Act 
AND  Subsequent  Jobs  Measures 

Amid  very  real  concerns  about  a  substantial  and  protracted  fall  in 
GDP  accompanied  by  persistent  elevated  unemployment,  the  incoming 

■*  The  Dodd-Frank  Wall  Street  Reform  and  Consumer  Protection  Act  (Dodd-Frank  Act)  later 
reduced  that  amount  to  S475  billion.  A  detailed  description  of  the  TARP  can  be  found  on  the 
Treasury  website  http://wvw.treasury.gov/initiatives/rmancial-stability/Pages/default.aspx 
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Obama  Administration  and  the  111th  U.S.  Congress  took  immediate  action. 
In  December  2008,  the  President-Elect  and  the  transition  team  proposed  the 
overall  scope  and  elements  of  what  they  called  the  American  Recover)'  and 
Reinvestment  Act.  Just  days  after  the  President’s  inauguration,  on  January 
26,  2009,  House  Appropriations  Committee  Chair  David  Obey  introduced 
H.R.  1  with  the  same  name  on  the  floor  of  the  U.S.  House  of  Representatives, 
'fhe  legislation  passed  the  House  and  Senate  soon  afterwards.  By  February 
13,  both  houses  of  Congress  agreed  to  a  compromise  measure,  which  the 
President  signed  into  law  on  February  17,  2009. 

The  Recovery  Act 

In  early  2008,  before  the  Nation  realized  the  full  extent  of  the  eco¬ 
nomic  challenge,  fiscal  expansion  policy  was  guided  by  the  “3T’s”  advocated 
by  Summers  (2007),  Sperling  (2007),  and  Elmendorf  and  Furman  (2008): 
timely,  targeted,  and  temporar)'.  By  the  end  of  2008,  however,  it  was  clear 
that  the  recession  had  turned  into  a  major  financial  crisis  and  that  a  new 
approach  was  needed,  what  Former  Treasur)'  Secretary  Lawrence  Summers 
called  “speedy,  substantial,  and  sustained.”^ 

Several  principles  guided  the  new  Administration’s  policymaking. 
First,  the  fiscal  effort  was  to  be  implemented  speedily,  unlike  previous 
incoming  presidents’  economic  programs,  which  were  generally  not  passed 
until  they  were  six  months  or  more  into  office.  Second,  it  should  be  substan¬ 
tial,  given  the  very  large  scope  of  the  economic  problem.  Finally,  it  should 
be  a  sustained  effort  that  would  not  only  have  significant  spend-out  over  the 
first  two  years,  but  would  continue  some  temporaiy  support  thereafter.  The 
new  approach  would  require  a  mix  of  instruments,  with  some  being  faster 
to  spend-out,  such  as  tax  cuts  and  other  temporary  assistance  that  put  cash 
in  the  hands  of  households  who  immediately  needed  it.  Other  components 
would  be  more  lagged  but  have  larger  cumulative  countercyclical  impacts 
and  greater  longer-run  benefits,  such  as  investments  in  infrastructure  and 
innovation.  In  all  cases,  however,  the  measures  would  end  and  would  not 
have  long-term  impacts  on  the  Federal  Government’s  primary  budget 
deficit.* 

Goals  of  the  Recovery  Act.  Overall,  this  approach  was  embodied  in  the 
stated  goals  of  the  Recovery  Act,  as  written  into  the  legislation: 

(1)  To  preserve  and  create  jobs  and  promote  economic  recovery; 

(2)  To  assist  those  most  impacted  by  the  recession; 

(3)  To  provide  investments  needed  to  increase  economic  efficiency  by 
spurring  technological  advances  in  science  and  health; 

Speech  at  the  Wall  Street  Journal  CEO  Council  conference  in  Washington,  DC,  Nov  19,  2008. 
^  The  primary  deficit  excludes  interest  payments  on  the  national  debt. 
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(4)  To  invest  in  transportation,  environmental  protection,  and  other 
infrastructure  that  will  provide  long-term  economic  benefits; 

(5)  To  stabilize  State  and  local  government  budgets,  in  order  to  mini¬ 
mize  and  avoid  reductions  in  essential  services  and  counterproductive  State 
and  local  tax  increases. 

Scale  of  the  Recovery  Act.  At  passage,  CBO  estimated  that  the 
Recovery  Act  would  cost  $787  billion,  although  this  estimate  would  increase 
as  the  full  magnitude  of  the  recession  became  apparent.  The  most  recent 
CBO  estimates  show  that  the  fiscal  support  from  the  Recoveiy  Act  will 
total  $832  billion  through  2019.^  Of  this  total,  $69  billion  was  allocated  to  a 
routine  set  of  patches  for  the  Alternative  Minimum  Tax  (AMT).  This  part 
of  the  Act,  a  continuation  of  a  long-standing  practice,  is  best  thought  of  as 
ongoing  fiscal  policy,  not  as  a  temporary  fiscal  impulse  designed  specifically 
to  counter  the  effects  of  an  economic  recession.  Excluding  the  AMT  patch, 
the  Recovery  Act  provided  a  total  fiscal  impulse  of  $763  billion. 

Composition  of  the  Recovery  Act.  The  initial  cost  projections  of  the 
Recovery  Act  showed  the  law  would  be  fairly  evenly  distributed  across  tax 
cuts  ($212  billion),  expansions  to  mandatory  programs  such  as  Medicaid 
and  unemployment  benefits  ($296  billion),  and  discretionary  spending 
($279  billion)  in  areas  ranging  from  direct  assistance  to  individuals  to 
investments  in  infrastructure,  education,  job  training,  energy,  and  health 
information  technology.  More  specifically.  Figure  3-1  shows  how  Recovery 
Act  policies  excluding  the  AMT  patch  can  be  divided  into  five  functional 
categories:  individual  tax  cuts,  business  tax  incentives.  State  fiscal  relief,  aid 
to  directly  impacted  individuals,  and  public  investments.® 

Timing  of  the  Recovery  Act  Spend-Out.  The  Nation  felt  the  early 
effects  of  the  Recovery  Act  almost  immediately,  as  enhanced  Medicaid  pay¬ 
ments  started  to  flow  to  states  on  March  13,  2009  and  individual  income  tax 
withholdings  were  reduced  by  April  1, 2009.  As  of  the  third  quarter  of  2009, 
roughly  one-quarter  of  all  spending  and  tax  cuts  had  occurred,  with  another 
half  spread  across  the  four  quarters  after  that,  roughly  consistent  with  CBO 
projections  as  of  2009.  By  September  30,  2013,  the  Federal  Government  had 
disbursed  $805  billion  on  Recover)'  Act  programs,  as  shown  in  Table  3-2. 

As  shown  in  Table  3-3,  individual  tax  cuts,  aid  to  States,  and  aid  to 
individuals  directly  affected  by  the  recession  were  among  the  first  Recovery 


^  CBO’s  original  estimate  of  the  cost  of  the  Recovery  Act,  S787  billion  (CBO  2009b),  was 
revised  to  $862  billion  (CBO  2010a),  then  to  $814  billion  (CBO,  2010b),  $821  billion  (CBO 
2011a),  $831  billion  (CBO  2012a),  $830  billion  (CBO  2013a),  and  most  recently  to  $832  billion 
(CBO  2014).  The  estimates  evolved  because  economic  conditions  deteriorated  more  than  had 
been  assumed  in  earlier  projections,  resulting  in  higher-than-expected  use  of  certain  assistance 
programs. 

®  Additional  detail  on  these  components  of  the  Recover)’  Act  can  be  found  in  Appendix  1. 
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I'igurc  3  -1 

Recovery  Act  Programs  by  Functional  Categories 


Individual  Tax  Cuts 
(25%) 


Public  Investment 
Outlays 
(37%) 


Husiness  Tax 
■  Incentives 
(4^0 


State  Fiscal  Relief 
(19%) 


Aid  to  Directly 
Impacted 
Individuals 
(15%) 


Note:  I’crccntages  may  not  add  to  1(K)  due  to  rounding.  Data  dcK's  not  include  .\M  1'  Relict. 

Soniec:  Office  of  Mimageinent  and  Budget,  .\genei.  1  inaneial  and  .\ctir  ity  Rejxnts;  IXpartment  of  lire 
rreasury,  Office  of  Tax  .\nalysis.  basetl  on  the  I  T  201.^  Mid-Session  Review. 


Act  programs  to  take  effect,  providing  the  largest  initial  boost  to  spending 
in  fiscal  year  2009.  Each  of  these  categories  tapered  after  2010,  with  only  a 
small  amount  of  outlays  in  2012  and  2013,  while  public  investment  outlays 
now  constitute  the  bulk  of  continuing  Recoveiy  Act  expenditures. 

Accountability,  Transparency,  and  Oversight.  In  keeping  with  the 
Administration’s  commitment  to  the  highest  standards  of  accountability, 
transparency,  and  oversight,  the  Recovery  Act  took  unprecedented  steps  to 
track  and  report  the  use  of  Federal  funds  and  to  prevent  waste,  fraud,  and 
abuse.  The  Act  established  a  Recovery  Accountability  Transparency  Board 
comprised  of  an  independent  director  and  12  agency  inspectors  general,  as 
well  as  a  Recovery  Implementation  Office  that  reported  directly  to  the  Vice 
President.  Recipients  (including  vendors,  nonprofit  organizations,  and  State 
and  local  governments)  were  required  to  report  regularly  to  the  Board  on 
their  use  of  funds  and  the  number  of  jobs  created  or  saved.^ 

All  of  the  information  received  from  agencies  and  recipients  has  been 
posted  on  a  website  (wmv.recovery.gov).  Users  can  sort  and  display  data 
on  funding  in  different  ways  (by  category  of  funding,  by  agency,  by  state), 
making  it  easy  to  obtain  and  analyze  information.  The  website  also  offers 
the  opportunity  for  the  public  to  report  fraud  or  waste.  Reported  instances 


’  Title  XV,  Section  1512 
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Table  3-2 

An  Overview  of  Recovery  Act  Fiscal  Impact 


Billions  of  Dollars,  Fiscal  Years 


2009 

2010 

2011 

2012 

2013 

Total 

Ihrougb 

2013 

Outlays 

110.7 

197.1 

112.7 

35.0 

512.4 

Obligations 

256.3 

196.1 

41.2 

18.5 

533.8 

Tax  Reductions 

69.8 

188.7 

.37.2 

moil 

1.9 

292.2 

Sum  of  Outlays  and 

Fax  Reductions 

180.5 

385.8 

149,9 

51.4 

37.0 

804.6 

Note:  Items  may  not  add  to  total  due  to  rounding. 

Source:  Office  of  Management  and  Budget,  Agency  Financial  and  Activity  Reports;  Department  of  the  t  reasury. 
Office  of  Tax  Analysis  based  on  the  FY2013  Mid-Session  Review, 


Table  3-3 

Recovery  Act  Programs  by  Functional  Categories 


Billions  of  Dollars,  Fiscal  Years 


2009 

2010 

2011 

2012 

2013 

Total 

’Ibrough 

2013 

Individual  Fax  Outs 

42.9 

91.3 

46.6 

0.4 

181.7 

AMT  Relief 

13.8 

69.6 

-14.4 

0.0 

69.0 

Business  Fax  Incentives 

23.1 

18.2 

-5.9 

-3.7 

28.8 

State  Fiscal  Relief 

43.8 

63.3 

26.0 

6.0 

4.0 

143.0 

Aid  to  Directly  Impacted 
Individuals 

31.8 

49.5 

15.5 

8.8 

m 

111.5 

Public  Investment  Outlays 

25.1 

94.0 

82.0 

39.9 

270.5 

lotal 

180.5 

385.8 

149.9 

51.4 

37.0 

804,6 

Note:  Items  may  not  add  to  total  due  to  rounding. 

Source:  Office  of  Management  and  Budget,  Agenc\’  Financial  and  Activity  Reports;  Department  of  the  Treasury, 
Office  of  Tax  Analysis  based  on  the  FY2013  Mid-Session  Review. 


of  waste,  fraud,  and  abuse  remain  low — at  less  than  1  percent  of  all  grant 
awards. 

Subsequent  Jobs  Measures 

While  the  Recovery  Act  was  the  first  and  largest  fiscal  action  under¬ 
taken  after  the  financial  crisis  to  create  jobs  and  strengthen  the  economy, 
many  subsequent  actions  extended,  expanded,  and  built  on  the  Recoveiy  Act. 
Parts  of  the  Recovery  Act  were  extended  to  address  the  continuing  needs  of 
the  economy,  including  Emergency  Unemployment  Compensation,  acceler¬ 
ated  depreciation  of  business  investment  for  tax  purposes  (that  is,  “bonus 
depreciation”),  measures  for  teacher  jobs,  and  aid  to  states  for  Medicaid.  In 
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other  cases,  new  measures  expanded  on  elements  of  the  Recovery  Act,  such 
as  the  temporary  payroll  tax  cut  in  2011  and  2012,  which  was  nearly  50  per¬ 
cent  larger  than  the  Making  Work  Pay  credit  it  replaced,  and  an  even  greater 
allowance  for  businesses  to  write  off  the  cost  of  investments  when  comput¬ 
ing  their  tax  liability  (that  is,  “expensing”).  The  following  measures  built  on 
the  goals  of  the  Recovery  Act  and  are  counted  as  part  of  the  fiscal  impulse 
in  the  analysis  that  follows;  the  cash-for-clunkers  program  enacted  in  sum¬ 
mer  2009,  an  expanded  homebuyer  tax  credit  and  business  tax  incentives  in 
fall  2009,  the  HIRE  Act  tax  credit  and  additional  infrastructure  investment 
incentives  in  March  2010,  a  small  business  tax  cut  and  credit  bill  in  fall 
2010,  veterans  hiring  incentives  in  fall  2011,  plus  the  additional  payroll  tax 
cut  extensions  and  unemployment  insurance  extensions  passed  in  2011  and 
2012.  All  told,  these  subsequent  jobs  measures,  listed  in  Table  3-4,  provided 
an  additional  $674  billion  in  countercyclical  fiscal  support  through  the  end 
of  2012.  This  total  excludes  routine  or  expected  policies  such  as  continuing 
the  2001  and  2003  tax  cuts,  passing  so-called  “tax  extenders”  to  address 
regularly  expiring  tax  provisions,  and  fixing  Medicare’s  Sustainable  Growth 
Rate  formula.*® 

Of  the  $674  billion  in  fiscal  support  following  the  Recovery  Act,  31 
percent  was  accounted  for  by  the  payroll  tax  cut  from  2011  to  2012,  24 
percent  was  accounted  for  by  extended  unemployment  insurance,  and  the 
remainder  included  a  variety  of  actions  such  as  relief  for  States  and  tax 
incentives  for  businesses.  Figure  3-2  shows  a  breakout  of  the  policies  of  the 
Recovery  Act  and  the  subsequent  jobs  legislation. 

In  addition,  the  President  proposed  further  measures  for  the  economy 
that  were  not  passed  by  Congress,  most  notably  the  American  Jobs  Act, 
which  was  proposed  in  September  201 1  and  would  have  provided  additional 
investments— totaling  $447  billion — in  ever)4hing  from  infrastructure  to 
teacher  jobs  to  a  robust  tax  credit  for  small  business  hiring.** 

Automatic  Countercylical  Measures 

In  addition  to  Obama  Administration  policies,  previously  enacted 
laws  have  built-in  provisions  that  allow  for  automatic  support  when  eco¬ 
nomic  conditions  worsen.  For  example,  personal  income  tax  payments 
decline  when  income  declines,  and  spending  on  unemployment  insur¬ 
ance  picks  up  as  more  individuals  struggle  to  find  work.  These  automatic 

This  category  includes  items  like  the  Research  and  Experimentation  tax  credit,  the  tax 
deduction  for  State  and  local  sales  taxes  for  States  without  income  taxes,  and  numerous  other 
tax  provisions  that  have  been  routinely  extended  as  a  group  in  the  past.  Going  forward,  the 
President’s  budget  is  proposing  that  all  tax  extenders  are  either  made  permanent  and  paid  for 
or  allowed  to  expire. 

“  See  http://www.whitehouse.go\7the-press-office/201 1/09/08/fact-sheet-american-jobs-act 
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Table  3-4 

riscal  Support  for  the  Hconomy  Knacted  After  the  Recovery  Act 


Billions  of  Dollars 

2009-12 

2009-19 

I  JKiclcd  2009 

Worker,  Homcownership,  and  Business  Assistance  Act  (HR  .S348) 

35 

24 

Supplemental  y\ppropriations  Act  of  2009  (HR  2,346) 

(Ciash  for  Clunkers) 

3 

3 

Defense  Appropriations  Act  of  2010  (HR  3.326)  (Unemployment 
Insurance  and  COBRA) 

18 

18 

l.nacU'd  2010 

Temporary  Intension  Act  of  2010  (HR4691) 

9 

9 

Hiring  Incentives  to  Restore  hmployment  Act  (HR  2847) 

13 

15 

Continuing  Kxtension  Act  of  2010  (HR48.S1) 

16 

16 

Unemployment  Compensation  Act  of  2010  (HR  4213) 

33 

34 

l  AA  Safety  Improvement  Act  (HR  1,386)  (Hducation  )obs/  TMAP 
kxtension) 

26 

12 

Small  Business  Jobs  Act  (HR  5297) 

68 

10 

Tax  Relief,  Unemployment  Insurance  Reautborization, 
and  job  Creation  Act  (HR  4853) 

.309 

237 

limeted  201 1 

Temporary  Payroll  Tax  Cut  Continuation  Act  (HR  3765) 

28 

29 

\'OW  to  Hire  Heroes  Act  (HR  674) 

0 

-0 

Unacted  2012 

Middle  Class  Tax  Relief  and  Job  Creation  Act  of  2012  (HR  3630) 

98 

123 

American  Taxpayer  Relief  Act  of  2012  (HR  8) 

17 

178 

Total 

674 

709 

Note:  All  measures  use  prospective  CBO  cost  estimates  for  2009-19.  Routine  tax  extenders  have  been  removed 
from  the  cost  estimates.  Column  1  contains  data  through  the  end  of  calendar  year  2012,  while  Column  2  contains 
data  through  the  end  of  fiscal  year  2019. 

Source:  Congressional  Budget  Office;  loint  Committee  on  Taxation. 


responses — known  as  “automatic  stabilizers” — can  help  moderate  business 
cycles  (as  shown  for  instance  by  Auerbach  and  Feenberg  (2000)  and  Follette 
and  Lutz  (2010))  in  addition  to  alleviating  the  human  costs  of  economic 
downturns. 

As  has  been  the  case  over  the  last  several  decades,  automatic  stabi¬ 
lizers  also  played  a  significant  role  during  the  most  recent  recession  and 
recovery.  Although  CBO  (2014)  estimated  that  most  fiscal  expansion  came 
from  enacted  legislation  or  discretionaiy  fiscal  policy,  automatic  stabilizers 
accounted  for  about  one-quarter  of  the  countercyclical  fiscal  expansion 
that  occurred  in  FY  2009,  and  a  much  larger  fraction  thereafter  as  shown  in 
Figure  3-3. 
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l'i<>urc  3-2 

Recovery  Act  and  Subsequent  Fiscal  Measures 
by  Functional  Category 


Public  Inveslment 
'^Outlays  (18%) 


Aid  to  Directly 
Impacted 
Individuals  (20%) 


State  Rscal 
Relief  (12%) 


N'otc:  Percentages  may  not  iidtl  to  UK)  due  to  rounding.  Data  d(x;.s  not  inehide  .ANfl'  Relief. 

Source:  Office  of  Management  and  lludgct,  .\gcncy  f  inancial  and  .\ctir  ity  Reports;  IX-partment  of 
the  Treasur) ,  Office  of  fax  .Analysis,  btised  on  the  l  A  2013  Mid-Session  Re\  ien ;  (ongressiontil 
Budget  Office. 
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Automatic  Stabilizers  and  the  Budget  Balance,  2009-2013 


federal  Hitdget  Deiieit  as  a  Percent  of  ODP 
12  n 


10  ^ 


2(K)9  2010  2011  2012  2013 


Source;  Bureau  of  licoiH)mie  .Analysis,  .National  Income  and  l’r<Hluct  Accounts;  (Aingrcssional  Budget 
Office,  The  Budget  and  liconoinic  Outkxik:  2()14to  2024. 
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I  'iourc  3-4 

Fiscal  Expansion  as  a  Percentage  of  GDP 

Percent 


Note:  Oalii  is  displas  cd  in  calendar  scar  icnns  for  all  scries. 

Source:  Camgrcssioiud  Budget  Office,  I'he  Budget  and  I  xonoinie  Outlook:  2014  to  2024;  Office  of 
Management  ;uid  Budget;  Bureau  of  liconoinic  .\nal\ sis.  National  Income  and  IVtxluct  .\eeounts. 


Total  Fiscal  Response 

All  told,  the  Great  Recession  triggered  a  substantial  fiscal  response. 
Figure  3-4  illustrates  the  scale  of  the  Recovery  Act  and  of  the  other  major 
fiscal  measures  implemented  by  the  Administration.  As  noted  earlier,  fiscal 
policy  represented  only  one  part  of  the  Administration’s  broader  economic 
strategy  to  foster  recover)'  and  protect  households,  as  described  more  fully 
in  Box  3-1. 

Near-Term  Macroeconomic  Effects  of  the 
Recovery  Act  and  Subsequent  Fiscal  Legislation 

This  chapter  reviews  the  range  of  evidence  on  the  effect  of  the 
Recovery  Act.  In  particular,  it  shows  that  a  wide  range  of  approaches — 
including  model-based  estimates  by  CEA,  CBO  and  private  forecasters, 
cross-state  evidence  and  international  evidence— all  find  that  the  Recovery 
Act  had  a  large  positive  impact  on  employment  and  output. 

Overall,  CEA  estimates  that  the  Recoveiy  Act  saved  or  created  about 
6  million  job-years  (where  a  job-year  is  the  equivalent  of  one  full  time  job 
for  one  year)  through  2012  and  raised  GDP  by  between  2  and  2.5  percent  in 
FT  2010  and  part  of  FY  2011.  These  estimates  are  consistent  with  estimates 
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Box  3-1:  Other  Administration  Policy 
Responses  to  the  Economic  Crisis 

The  Recovery  Act  was  part  a  comprehensive  policy  response  to 
the  economic  crisis,  one  that  included  stabilizing  the  financial  system, 
helping  responsible  homeowners  avoid  foreclosure,  and  aiding  small 
businesses.  Highlighted  here  are  some  of  the  other  key  non-fiscal  pro¬ 
grams  (not  counting  the  important  steps  taken  independently  by  the 
Federal  Reserve). 

Housing.  The  Administration  took  several  steps  to  strengthen 
the  housing  market.  The  most  important  initiative,  the  Making  Home 
Affordable  Program  (MHA),  provided  several  ways  to  help  struggling 
homeowners  avoid  foreclosure.  A  detailed  description  is  available  at 
www.makinghomeaffordable.gov.  The  Home  Affordable  Modification 
Program  was  the  cornerstone  of  the  initiative,  allowing  eligible  home- 
owners  to  reduce  their  monthly  mortgage  payments  through  loan  modi¬ 
fications.  Among  the  many  other  MHA  programs,  the  Home  Affordable 
Refinancing  Program  helped  homeowners  who,  because  of  plummeting 
home  prices,  were  “underwater”  on  their  mortgages  or  in  danger  of 
becoming  so,  allowing  them  to  refinance  at  a  lower  interest  rate.  The 
MHA  also  committed  funds  to  help  struggling  homeowners  in  hard-hit 
areas  (under  the  Hardest  Hit  Fund). 

In  addition,  the  Administration  created  the  Consumer  Financial 
Protection  Bureau  to  establish  safe  mortgage  standards  to  protect  home- 
buyers  and  homeowners,  among  other  purposes.  The  Administration 
also  helped  negotiate  the  National  Mortgage  Servicing  Settlement  with 
the  largest  mortgage  servicers.  While  the  housing  market  continues  to 
heal,  housing  is  in  much  better  shape  overall  than  it  was  just  a  few  years 
ago.  Home  prices  are  about  15  percent  higher  than  they  were  at  the  end 
of  201 1,  and  sales  of  new  and  existing  homes  are  higher  than  at  the  end 
of  201 1  while  the  number  of  seriously  delinquent  mortgages  is  now  at  its 
lowest  level  since  2008. 

Auto  Industry.  Recognizing  that  a  collapse  of  the  auto  industry 
would  have  resulted  in  huge  job  losses  and  the  devastation  of  many  com¬ 
munities,  the  Administration,  under  the  Troubled  Asset  Relief  Program 
(TARP),  provided  financial  support  to  auto  companies  to  keep  them 
afloat.  The  Administration  committed  additional  assistance  to  Chrysler 
and  General  Motors,  while  at  the  same  time  working  on  a  comprehensive 
restructuring  of  these  companies.  Since  then,  these  auto  companies 
have  become  profitable  again,  and  auto  sales  have  been  trending  up 
since  2009.  The  auto  industry  has  added  more  than  420,000  jobs  since 
June  2009.  In  December  2013,  the  Treasury  sold  its  remaining  shares  of 
General  Motors. 
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Financial  Industry.  TARP  and  other  programs  implemented  dur¬ 
ing  the  height  of  the  financial  crisis  helped  prevent  a  meltdown  of  the 
global  financial  system,  but  did  not  solve  many  longer-running,  more 
structural  problems.  The  Administration  pushed  for  an  overhaul  of 
the  financial  regulatory  system,  and  its  proposals  eventually  led  to  the 
Dodd-Frank  Wall  Street  Reform  and  Consumer  Protection  Act  of  2010. 
Among  its  many  provisions,  the  Dodd-Frank  Act  required  stress  tests 
to  assess  the  health  of  financial  institutions,  provided  tools  for  orderly 
liquidations  of  large  financial  firms,  and  increased  the  transparency  of 
derivatives  markets.  As  a  result  of  these  actions,  large  banks  are  now 
much  better  capitalized  and  credit  flows  have  resumed.  While  some  of 
the  Dodd- Frank  Act’s  provisions  are  still  being  implemented  and  much 
work  remains  to  be  done,  the  financial  system  has  become  less  vulner¬ 
able  and  families  are  better  protected  when  making  important  financial 
decisions. 

Small  Businesses.  Small  business  struggled  under  the  weight 
of  weak  consumer  demand  and  tight  credit  in  the  recession,  and  the 
Administration  provided  support  in  several  ways.  Specifically,  the 
Administration  extended  the  guarantees  and  the  availability  of  Small 
Business  Administration  loans  and  created  new  programs  such  as  the 
Small  Business  Lending  Funds  and  the  State  Small  Business  Credit 
Initiative.  It  also  helped  small  businesses  indirectly  by  providing  TARP 
funds  to  small  and  large  banks  across  the  country.  Bank  credit  to  small 
businesses,  which  had  contracted  sharply  during  the  recession,  has  been 
expanding  since  2011. 


made  by  CBO  (2013a)  and  by  independent  academic  studies,  which  use  a 
variety  of  methodologies  and  data  sources.  Adding  the  estimated  effect  of 
subsequent  fiscal  policy  measures,  CEA  model  finds  that  the  combined  effect 
of  these  actions  increased  GDP  above  what  it  otherwise  would  have  been 
by  more  than  2  percent  a  year  for  three  years,  and  created  or  saved  about 
9  million  job-years  through  2012.  Moreover,  research  on  economic  growth 
generally  finds  that  these  types  of  benefits  have  a  long-lasting  impact  on 
the  economy  even  after  the  initial  policy  impetus  has  expired.  This  is  even 
more  true  when  the  policy  itself  included  significant  measures  for  long-term 
growth,  as  described  later  in  this  chapter. 

Model-Based  Estimates  of  the  Macroeconomic  Effects  of  the 
Recovery  Act  and  Subsequent  Eiscal  Legislation 

Evaluating  effects  of  fiscal  policy  in  general,  and  the  Recoveiy  Act  in 
particular,  is  challenging  for  several  reasons.  Appendix  2  describes  these 
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challenges,  and  how  economists  have  addressed  them,  in  greater  detail.  A 
key  issue  is  that  estimating  effects  entails  comparing  what  actually  happened 
with  what  might  have  happened  (what  economists  call  the  “counterfactual”)- 
However,  because  counterfactual  outcomes  are  not  actually  observed,  other 
methods  are  needed. 

Estimating  the  Short-run  Macroeconomic  Effect  of  Fiscal  Policy.  A 
key  concept  for  estimating  the  macroeconomic  effects  of  fiscal  policy  is  what 
economists  call  the  fiscal  multiplier.  The  fiscal  expenditure  multiplier  is  the 
change  in  GDP  resulting  from  a  $1  increase  in  government  expenditures, 
and  the  tax  multiplier  is  the  change  in  GDP  resulting  from  a  Si  decrease 
in  taxes.  Because  a  SI  increase  in  spending  or  decrease  in  taxes  has  ripple 
effects  in  subsequent  transactions  as  it  passes  through  the  broader  economy, 
theory  suggests  that  the  fiscal  multiplier  may  be  greater  than  one— a  Si 
increase  in  spending  or  reduction  in  taxes  may  support  an  increase  in  output 
of  more  than  Si. 

The  standard  theoiy  of  fiscal  policy  in  a  recession  holds  that  when 
government  demand  goes  up,  firms  hire  workers  and  raise  production, 
which  boosts  employment,  income,  and  GDP.  The  initial  effect  is  amplified 
as  workers  spend  additional  income,  and  businesses  purchase  more  raw 
materials  and  make  investments  to  meet  increased  demand.  In  its  most 
basic  form,  the  government  spending  multiplier  is  the  sum  of  the  first-round 
direct  effect  of  spending  on  GDP,  the  second-round  effect  with  consumption 
by  those  paid  for  providing  goods  and  services,  and  the  subsequent-round 
effects.  In  this  model,  the  multiplier  effect  depends  on  the  marginal  propen¬ 
sity  to  consume  (MPC)— the  fraction  of  an  additional  dollar  of  income  that 
is  spent  rather  than  saved. Because  the  MPC  is  thought  to  be  large,  espe¬ 
cially  in  a  recession  when  individuals  face  problems  borrowing,  models  can 
generate  multipliers  much  higher  than  one.  Tax  cuts  also  increase  individual 
income,  but  the  multiplier  effect  on  overall  output  is  generally  thought  to  be 
slightly  less  than  it  is  for  government  expenditures.  Because  the  individual 
receiving  the  tax  cut  saves  part  of  it,  the  first-round  effect  on  overall  spend¬ 
ing  is  smaller,  making  the  subsequent  ripple  effects  smaller  as  well.  Thus,  the 
basic  multiplier  for  a  tax  cut  is  less  than  the  government  spending  multiplier; 
specifically,  the  tax  multiplier  is  the  spending  multiplier  times  the  MPC. 

The  model  is  a  useful  conceptual  starting  point,  but  it  makes  many 
simplifications.  Appendix  2  to  this  chapter  reviews  recent  theoretical 
research  on  the  effects  of  fiscal  policy,  especially  in  a  deep  recession.  This 
research  suggests  that,  in  normal  times,  fiscal  multipliers  can  be  small  both 
because  consumers  save  a  substantial  fraction  of  a  temporar)'  fiscal  measure 
and  because  monetary  policy  tends  to  counteract  the  fiscal  measure  in  an 

This  basic  multiplier  thus  equals  1  +  MPC  +  MPC’  +  ...  =  1/(1  -  MPC). 


1 06  I  Chapter  3 


attempt  to  maintain  stable  inflation.  In  a  severe  recession,  however,  espe¬ 
cially  when  monetary  policy  is  constrained  by  the  fact  that  interest  rates 
cannot  drop  below  zero  (the  zero  lower  bound),  fiscal  multipliers  can  be 
much  larger.  Taking  further  into  account  the  fact  that  long-term  unemploy¬ 
ment  can  lead  to  transitions  out  of  the  labor  force,  with  a  resulting  long-term 
effect  of  depressing  output  and  employment  (an  effect  referred  to  as  “hyster¬ 
esis”),  multipliers  can  be  larger  yet  for  fiscal  policies  that  support  aggregate 
demand  and  reduce  the  average  duration  of  unemployment. 

Numerical  estimates  of  fiscal  multipliers  are  typically  computed  using 
historical  data  on  fiscal  interv'entions  and  macroeconomic  outcomes,  and 
Appendix  2  also  discusses  the  recent  empirical  research  on  this  topic.  This 
empirical  work  provides  estimates  of  multipliers  for  different  t)'pes  of  fiscal 
interventions  (government  spending  and  individual  income  tax  cuts).  Once 
estimated,  the  resulting  multipliers  can  be  used  to  estimate  the  macroeco¬ 
nomic  effect  of  the  Recoveiy  Act;  that  is,  to  compare  what  happened  under 
the  Recovery  Act  with  what  likely  would  have  happened  in  its  absence. 

CEA’s  and  CBO's  Estimates  of  the  Recovery  Act.  To  estimate  the 
effect  of  the  Recovery  Act  on  GDP,  CEA  applied  a  different  fiscal  multiplier 
to  each  component,  and  then  aggregated  the  effects  of  each  component  to 
arrive  at  the  overall  GDP  effect.  For  government  spending  (corresponding 
to  public  investment  outlays  and  income  and  support  payments)  and  for 
tax  cuts,  CEA  used  multipliers  derived  from  the  empirical  estimates  of  the 
spending  and  tax  multipliers  discussed  in  Appendix  2.  For  other  components 
of  the  Act,  such  as  State  and  local  fiscal  relief,  CEA  used  a  multiplier  equal 
to  a  weighted  average  of  one  or  both  of  the  tax  and  spending  multipliers.'^ 

The  CBO  used  a  similar  approach  in  its  quarterly  reports  on  the  effects 
of  the  Recovery  Act  (although  their  estimates  include  the  impact  of  AMT 
relief  and  so  are  not  completely  comparable  to  CEA  estimates).''*  Because  of 
the  range  of  estimates  of  multipliers  in  the  economic  literature,  CBO  pro¬ 
vided  an  upper  and  a  lower  bound  for  the  fiscal  multipliers  on  the  various 
components  of  the  Act.  As  shown  in  Table  3-5,  CEA  multipliers  are  within 
the  range  suggested  by  CBO  (2013a). 

The  multipliers  presented  here  indicate  that  the  Recovery  Act 
had  a  large  effect  on  output.  As  shown  in  Figure  3-5,  the  Recovery  Act 
quickly  raised  the  level  of  GDP  in  the  first  half  of  2009,  jump-starting  the 


For  State  and  local  fiscal  relief,  CEA  assumed  that  60  percent  of  the  transfer  is  used  to  avoid 
spending  reductions,  and  30  percent  is  used  to  avoid  tax  increases.  One-time  tax  rebates  and 
one-time  payments  to  seniors,  veterans,  and  disabled  are  assumed  to  have  half  of  the  effects  of 
conventional  tax  cuts.  The  effect  of  business  tax  incentives  is  very  uncertain.  Conservatively, 
the  multiplier  to  this  component  is  set  equal  to  1/12  of  the  spending  multiplier.  See  CEA 
(2009a). 

CBO’s  methodology  is  described  in  Reichling  and  Whalen  (2012). 
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Table  3-5 

Estimated  Output  Multipliers  for  Difl'erent  Types  of  Fiscal  Support 


CEA 

CBO  Low 

CBO  High 

Public  Inx'estment  Outlays' 

1.5 

0.5 

2.5 

State  and  l.ocal  Fiscal  Relief 

1.1 

0.4 

1.8 

Income  and  Support  Payments*’ 

1.5 

0.4 

2.1 

One-time  Payments  to  Retirees 

0.4 

0.2 

1.0 

lax  Cuts  to  Individuals 

0.8 

0.3 

1.5 

Business  lax  Incentix’es 

0.1 

0.0 

0.4 

Note:  Ihc  CKA  multipliers  show  the  impact  of  a  permanent  change  in  the  component  of  1%  of  GDP  after  6  quar¬ 
ters,  or,  equivalently,  the  cumulative  impact  of  a  one-time  change  of  1%  of  GDP  over  6  quarters.  Ihe  CBO  multipiers 
show  the  cumulative  impact  of  a  one-time  change  of  1%  of  GDP  oxer  several  quarters. 

a.  Includes  transfer  payments  to  state  and  local  government  for  infrastructure  and  tax  incentixes  to  businesses 
directly  tied  to  certain  types  of  .spending. 

b.  Includes  such  programs  as  unemployment  compensation,  COBRA,  and  SNAP 

Source:  Congressional  Budget  Otfice,  Estimated  Impact  of  the  American  Recox-ery  and  Reinx’estment  Act  on  Em¬ 
ployment  and  Economic  Output  from  October  2012  Ihrough  December  2012;  CEA  Calculations. 


recovery.  According  to  these  estimates,  the  Act  raised  GDP  by  2  to  2.5  per¬ 
cent  between  the  fourth  quarter  of  2009  and  the  second  quarter  of  201 1,  and 
it  continued  to  exert  a  positive  effect  even  as  it  was  winding  down  in  2012. 
d’hese  numbers  are  almost  entirely  within  the  range  of  those  implied  by  the 
CBO  analysis,  with  the  exception  being  a  few  quarters  in  late  2012  and  early 
2013,  when  CEA  estimate  is  slightly  higher. 

Using  the  historical  relation  between  increases  in  GDP  and  employ¬ 
ment,  CEA  and  CBO  also  estimated  the  number  of  jobs  generated  by 
the  Recoveiy  Act.  According  to  CEA  model,  the  Recover)^  Act  increased 
employment  by  more  than  2.3  million  in  2010  alone,  and  continued  to  have 
substantial  effects  into  2012,  as  demonstrated  in  Figure  3-6.  Cumulating 
these  gains  through  the  end  of  FY  2013,  the  Recovery  Act  is  estimated  to 
have  generated  about  6.4  million  job-years.  These  estimates  are  also  within 
the  range  of  CBO’s  upper-  and  lower-range  estimates  of  1.6  to  8.3  million 
job-years. 

CEA  Estimates  of  the  Recovery  Act  and  Subsequent  Fiscal  Measures 
Combined.  The  combined  effect  of  the  Recovery  Act  and  the  subsequent 
countercyclical  fiscal  legislation  is  substantially  larger  and  longer  lasting 
than  the  effect  of  the  Recovery  Act  alone.*^  The  Recover)^  Act  represents 
only  about  half  of  total  fiscal  support  for  the  economy  from  the  beginning 
of  2009  through  the  fourth  quarter  of  2012.  Moreover,  as  shown  in  Figures 
3-7  and  3-8,  the  bulk  of  the  effects  of  the  other  fiscal  measures  occurred  as 

CEA’s  estimates  of  the  effects  of  the  subsequent  fiscal  measures  are  based  on  CBO’s  initial 
cost  estimates,  not  actual  spending.  CEA  assigned  each  of  the  subsequent  fiscal  measures  to 
the  same  functional  categories  that  were  used  to  analyze  the  Recox'ery  Act,  and  then  applied 
the  corresponding  multipliers  as  discussed  abox’e.  Quarterly  costs  xvere  interpolated  xvhen  only 
annual  cost  estimates  were  available. 
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l-igurc  3-5 

Estimates  of  the  Effects  of  the  Recovery  Act 
on  the  Level  of  GDP,  2009-2013 

Percent 


Source:  (biigrcssioiiid  Pudget  Office,  l  istimalcd  Impact  of  the  American  Rccor  ery  ;md  Rciin  cstmciit 
Act  on  Pmploymcnl  and  1  Economic  Outjnit  in  2013;  C'liA  ciJculations. 


I  'igurc  3-6 

Estimates  of  the  Effects  of  the  Recovery 
Act  on  Employment,  2009-2013 

Millions 


Source:  ( 'ongressional  Hudget  Office,  I  estimated  Impact  of  the  .American  Rccor  cr\  and  Rein\  cstmeni 
.\ct  on  limployment  and  liconomic  Output  in  2013;Cd;.\  calculations. 
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l  igurc  3-7 

Quarterly  Effect  of  the  Recovery  Act  and  Subsequent 
Fiscal  Measures  on  GDP,  2009-2012 


I’crcciU  of  (ll)l’ 


Source:  Hurcau  of  1  Economic  Aiiahsis,  National  Income  and  IVkIucI  .Accounts;  Clongressional  Budget 
Office;  Oli.A  ctilculations. 


I'igurc  3-8 

Quarterly  Effect  of  the  Recovery  Act  and  Subsequent 
Fiscal  Measures  on  Employment,  2009-2012 

Millions 


Source:  Bureau  of  I  xonomic  .\nal\sis,  National  Income  and  Brixluct  Accounts;  Congressional  Budget 
Olficc;  CliA  calculations. 
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the  Recovery  Act  was  phasing  down.  These  other  measures  thus  seiwed  to 
sustain  the  recovery  as  effects  of  the  Recover)'  Act  waned.  CEA  multiplier 
model  indicates  that  by  themselves  these  additional  measures  increased  the 
level  of  GDP  by  between  1.0  and  1.5  percent  each  quarter  from  mid-2011 
through  the  end  of  calendar  year  2012.  Altogether,  summing  up  the  effects 
for  all  quarters  through  the  end  of  calendar  year  2012,  the  Recovery  Act 
and  subsequent  fiscal  measures  raised  GDP  by  an  average  of  more  than  2.4 
percent  of  GDP  annually — totaling  a  cumulative  amount  equal  to  about  9.5 
percent  of  fourth  quarter  2008  GDP. 

The  contribution  of  all  fiscal  measures  to  employment  is  equally 
substantial.  Other  fiscal  measures  beyond  the  Recovery  Act  are  estimated  to 
have  raised  employment  by  2.8  million  job-years,  cumulatively,  through  the 
end  of  calendar  year  2012.  Adding  these  jobs  to  those  created  or  saved  by  the 
Recovery  Act,  the  combined  countercyclical  fiscal  measures  created  or  saved 
more  than  2.3  million  jobs  a  year  through  the  end  of  2012— or  8.8  million 
job-years  in  total  over  the  entire  period. 

Estimates  from  Private  Forecasters.  Private  forecasters  and  domestic 
and  international  institutions  have  used  large-scale  macroeconomic  models, 
mostly  to  estimate  the  effects  of  either  the  Recoveiy  Act  by  itself  or  other 
policies  in  isolation.  The  models  used  by  these  individuals  and  organizations 
generally  employ  a  similar  multiplier-type  analysis  as  is  found  in  CEA  and 
CBO  work,  although  they  vary'  considerably  in  their  structure  and  underly¬ 
ing  assumptions.  Although  no  outside  estimates  of  the  total  impact  of  all  the 
fiscal  measures  are  available.  Table  3-6  displays  the  estimates  of  the  impact 
of  the  Recoveiy  Act  offered  by  several  leading  private-sector  forecasters 
before  the  Act  was  fully  implemented.  Despite  the  differences  in  the  models, 
these  private-sector  forecasters  all  estimated  that  the  Recovery  Act  would 
raise  GDP  substantially  from  2009  to  2011,  including  a  boost  to  GDP  of 
between  2.0  and  3.4  percent  in  2010. 

Taking  a  broader  view  that  incorporates  fiscal  measures  in  addition  to 
the  Recoveiy'  Act,  Blinder  and  Zandi  (2010)  estimate  the  effect  of  the  fiscal 
policies  enacted  through  2009  (the  Economic  Stimulus  Act,  the  Recovery 
Act,  cash  for  clunkers,  the  unemployment  insurance  benefits  extensions  of 
2009).  They  find  that  these  policies  raised  the  level  of  GDP  in  2009  by  3.4 
percent  in  the  third  quarter  and  by  4.3  percent  in  the  fourth  quarter. 

Cross-State  Evidence 

A  different  approach  to  estimating  the  effect  of  fiscal  policy  is  to  use 
variation  in  spending  across  states.  As  noted  earlier,  estimates  of  the  effects 
of  macroeconomic  policy  are  inherently  difficult  because  the  counterfactual 
outcome  is  not  obseiwed.  One  way  economists  have  attempted  to  address 
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Table  3-6 

Estimates  of  the  Effects  of  the  Recovery  Act  on  the  Level  of  GDP 


Percent 

2009 

2010 

2011 

2012 

2013 

CEA:  Model  Approach 

+  1.1 

+  2.4 

+0.8 

+0.3 

C:B0:  Low 

+0.4 

+  0.7 

+0.1 

+0.1 

CBO:  High 

+  1.7 

+4.1 

+0.8 

+0.3 

Cioldman  Sach.s 

+0.9 

+2.3 

+  1.3 

- 

- 

HIS  Cilobal  Insight 

+0.8 

+  2.2 

+  1.6 

+0.6 

- 

James  Glassman, )!’  Morgan  Chase 

+  1.4 

+  .3.4 

+  1.7 

0.0 

- 

Macroeconomic  Advisers 

+0.7 

+2.0 

+2.1 

+  1.1 

- 

Mark  Zandi,  Moody’s  Econom\’.com 

+  1.1 

+2.6 

+  1.7 

+0.4 

- 

Note:  Firm  estimates  were  obtained  from  and  confirmed  by  each  firm  or  forecaster,  and  collected  in  CF.A’s  Ninth 
Quarterly  Report. 

Sources:  Congressional  Budget  Office,  Estimated  Impact  of  the  American  Recovery  and  Reinvestment  Act  on 
Employment  and  Economic  Output  from  October  2012  'ffirough  December  2012;  CEA  Ninth  Quarterly  Report; 
CEA  Calculations. 


this  difficulty  is  to  isolate  a  component  of  the  Act  that  was  implemented  in  a 
random  or  quasi-random  manner  across  different  states,  mimicking  a  ran¬ 
domized  controlled  trial  used  for  research  in  other  disciplines  like  medicine. 
If  some  states  received  more  Recovery  Act  funds  than  others  for  reasons 
unrelated  to  their  economic  needs,  then  this  portion  of  the  funds  can  allow 
for  an  independent,  unbiased  evaluation  of  the  effects,  much  like  two  groups 
of  individuals  participating  in  a  drug  trial  that  receive  different  dosages  of 
the  same  medicine. 

A  notable  drawback  of  using  State-level  data,  however,  is  that  this 
approach  estimates  local,  not  economy-wide,  multipliers.  These  local 
multipliers  do  not  incorporate  out-of-state  spending  effects,  nor  do  they 
incorporate  the  general  equilibrium  and  monetaiy  policy  feedback  effects 
that  are  the  focus  of  much  of  the  theoretical  work  discussed  above  and  in 
the  Appendix. 

One  portion  of  the  Act  that  was  distributed  independently  of  states’ 
immediate  economic  needs  was  the  additional  grants  to  states  for  Medicaid. 
Under  the  Act,  states  received  a  6.2  percentage  point  increase  in  their 
expected  Federal  reimbursement  rate  (the  Federal  Medical  Assistance 
Percentage).*^  This  increase  was  worth  more  to  states  that  spent  more  per 
capita  on  Medicaid  before  the  recession  (in  FY  2007).  To  the  extent  that 

See  Nakamura  and  Steinsson  (forthcoming)  and  Earhi  and  Werning  (2012)  for  formal 
discussion  of  the  relationship  between  local  multipliers  and  the  economy-wide  multiplier. 

In  addition,  states  were  “held  harmless”  from  planned  reductions  in  EMAP  rates  due  to 
personal  income  growth  prior  to  the  recession  and  they  received  an  additional  increment  in 
the  EMAP  linked  to  local  unemployment.  The  analysis  presented  here  relies  only  on  the  6.2 
percent  (non-cyclical)  increase. 
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rigurc  3-9 

Change  in  Nonfarm  Employment 

I’ercciU  of  State  Population,  .Iaiuiar\  -.Inly  2(K)y 


listiinatcd  non-c>clical  Reco\  cry  Act  Medicaid  Pa\outs  in  2007,  ])er  capita  (S) 
Note:  Size  of  eirele  is  pio]X)rtioiial  to  2008  state  population. 

Souree:  Centers  for  Medicare  and  Medieiiid  Sen  ices.  Data  Coni]x;ndiuni;  Biireiui  of  liibor  Statistics. 
Current  1  jiipUnincnt  Statistics;  Cd -.A  C'aleulations. 


the  relative  severity  of  the  recession  at  the  state  level  was  unrelated  to  its 
previous  level  of  per-capita  Medicaid  spending,  this  portion  of  funds  might 
be  thought  of  “as  if’  randomly  assigned.  In  other  words,  the  spending 
was  effectively  independent  of  the  strength  or  weakness  of  the  state-level 
economy  once  the  recession  hit.  As  Figure  3-9  shows,  states  that  received 
more  funds  stemming  from  this  non-cyclical  part  of  the  formula  tended  to 
exhibit  greater  employment  gains  through  the  first  half  of  2009  compared 
with  states  receiving  less  funds. 

Refining  this  approach,  Chodorow-Reich  et  al.  (2012)  found  that 
each  additional  $100,000  of  formula-based  Medicaid  grants  generated  an 
additional  3.8  job-years,  which  translates  into  a  $26,000  cost  per  job.  Other 
academic  papers  following  a  similar  approach,  but  assessing  broader  mea¬ 
sures  of  Recovery  Act  spending,  reached  similar  conclusions.  For  example, 
Wilson  (2012)  estimates  a  cost  per  job  of  about  $125,000  for  all  Recovery 
Act  spending  programs  other  than  those  implemented  by  the  Department  of 
Labor  (mostly  unemployment  insurance).  Feyrer  and  Sacerdote  (2011)  and 
Conley  and  Dupor  (2013)  also  find  positive  effects  of  the  Act  on  employ¬ 
ment,  although  the  ranges  of  effects  estimated  in  both  papers  include  mag¬ 
nitudes  similar  to  those  discussed  above  as  well  as  somewhat  smaller  effects. 
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International  Comparison 

The  2008  crisis  reverberated  worldwide.  In  addition  to  seeing  sharp 
reductions  in  output  and  employment,  many  countries  also  experienced 
large  government  budget  deficits  because  of  countercyclical  fiscal  policies 
and  a  fall  in  tax  revenues  caused  by  the  recession.  These  changes  in  budget 
deficits  across  countries  can  be  used  to  derive  an  international  estimate  of 
the  impact  of  fiscal  policy.  The  International  Monetary  Fund’s  (IMF)  early 
estimates  using  pre-crisis  cross-countiy  data  suggested  expenditure  multi¬ 
pliers  averaging  0.5,  although  with  substantial  variation  across  countries.*® 
However,  subsequent  research  by  IMF  (2012)  and  Blanchard  and  Leigh 
(2013)  reassessed  this  earlier  work  and  estimated  multipliers  substantially 
above  1.0  during  the  crisis,  consistent  with  the  discussion  earlier  in  this 
chapter  about  recent  fiscal  multipliers  in  the  United  States. 

This  international  evidence  also  suggests  that  the  structural  reduc¬ 
tions  in  government  budget  deficits  (or  “fiscal  consolidation”)  implemented 
by  many  countries  has  had  a  large  negative  impact  on  economic  activity  in 
the  short  run,  at  least  when  interest  rates  are  low  or  at  the  zero  lower  bound 
and  when  there  is  already  substantial  economic  slack.  Previous  research, 
summarized  in  Alesina  and  Ardagna  (2010),  hypothesized  that  fiscal  consol¬ 
idation  can  sometimes  boost  GDP  because  it  increases  investors’  confidence 
and  lowers  interest  rates.  But  Blanchard  and  Leigh’s  (2013)  results,  as  well 
as  findings  by  Perotti  (201 1)  and  Guajardo,  Leigh,  and  Pescatori  (forthcom¬ 
ing),  point  instead  to  significant  short-run  costs  of  deficit  reductions  and 
suggest  a  more  gradual  strategy  of  fiscal  consolidation,  as  explained  for 
instance  in  Blanchard,  Dell’Ariccia,  and  Mauro  (2010). 

It  is  notable  that  the  United  States  is  one  of  only  two  of  the  12  coun¬ 
tries  that  experienced  systemic  financial  crises  in  2007  and  2008  but  have 
seen  real  GDP  per  working-age  person  return  to  pre-crisis  levels  (see  Box 
3-2).  Although  this  does  not  provide  any  specific  evidence  on  the  effect  of 
U.S.  fiscal  measures,  it  is  consistent  with  the  proposition  that  the  full  set  of 
U.S.  policy  inteiwentions  made  a  sizable  difference  in  reversing  the  down¬ 
ward  spiral  of  falling  employment  and  output. 

Benchmarking  the  Economy's  Performance  Since  2009 

While  the  bulk  of  the  available  evidence  indicates  that  the  Recovery 
Act  and  subsequent  fiscal  legislation  helped  avert  what  might  have  become  a 
second  Great  Depression  and  paved  the  way  for  stronger  economic  growth, 
many  households  continue  to  struggle  with  the  after-effects  of  the  reces¬ 
sion.  In  addition,  from  a  macroeconomic  perspective,  the  average  rate  of 

See  for  example  Ilzetzki,  Mendoza,  and  Vegh  (201 1). 
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real  GDP  growth  in  this  recovery  (2.4  percent  a  year)  has  been  slower  than 
many  would  have  liked.  Some  critics  have  argued  that  this  slower  growth  is 
evidence  that  economic  policymaking  has  gone  awiy,  and  that  the  interven¬ 
tions  undertaken  since  2008  have  had  unintended  detrimental  consequences 
on  growth.  Taylor  (forthcoming)  argues  that  fiscal  policy  not  only  failed  to 
help  but  actually  hurt  the  economy. 

As  discussed  earlier,  it  is  impossible  to  infer  the  causal  impact  of  a  set 
of  policies  from  the  observed  outcomes  because  these  observed  outcomes 
do  not  reveal  what  would  have  happened  absent  the  policy  interventions. 
The  research  that  attempts  to  answer  that  counterfactual  conclusion  using 
a  variety  of  different  methods  has  generally  come  to  the  conclusion  that 
the  Recoveiy  Act  and  subsequent  measures  had  a  large  positive  impact  on 
growth  and  employment. 

In  particular,  claims  based  on  the  recovery  are  often  based  in  part  on 
a  misleading  apples-to-oranges  comparison  to  past  growth  and  also  fail  to 
take  into  account  the  key  features  of  the  recession  and  recovery.  First,  the 
economy’s  potential  growth  rate  is  slower  now  than  it  has  been  in  previous 
post- World  War  II  recoveries  for  long-standing  reasons  unrelated  to  the 
Great  Recession  or  the  policies  that  followed  in  its  wake.  This  lower  rate  of 
potential  growth  reflects  several  key  factors:  slowing  growth  in  the  working- 
age  population  as  baby  boomers  move  into  retirement,  a  plateauing  of 
female  labor  force  participation  following  several  decades  of  transformative 
increases,  and  a  slowdown  in  productivity  growth.  CBO  (2012a)  estimates 
that  slower  growth  of  potential  GDP  accounts  for  about  two-thirds  of  the 
difference  between  observed  real  GDP  growth  in  the  current  recovery  and 
growth  on  average  in  the  preceding  postwar  recoveries,  an  estimate  that  is  in 
line  with  other  recent  studies  (see  the  2013  Economic  Report  of  the  President 
for  further  discussion). 

Second,  the  economy  has  encountered  a  long  list  of  additional 
headwinds  in  recent  years.  This  list  includes  international  events  like  the 
European  sovereign  debt  crisis,  the  tsunami  and  nuclear  accident  in  Japan, 
and  the  disruption  of  Libya’s  oil  supply.  It  includes  extreme  weather  like 
Hurricane  Sandy  and  the  2012  drought  that  was  described  by  the  U.S. 
Department  of  Agriculture  as  the  “most  severe  and  extensive  drought  in  at 
least  25  years.”*®  It  includes  fiscal  austerity  at  the  state  and  local  level  that 
intensified  as  the  Recovery  Act  began  to  phase  out  and  has  cost  hundreds 
of  thousands  of  additional  job  losses  even  during  the  expansion  period. 
And  it  includes  measures  like  the  sequester  which  CBO  estimated  took  0.6 
percentage  point  off  growth  in  2013,  the  16-day  government  shutdown 

”  hUp://\vw\v.ers.usda.gov/topics/in-the-ne\\’s/us-drouglit-2012-farm-and-food-impacls.aspx#. 
UulMXfldVSA 
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Box  3-2:  The  U.S.  Recovery  in  Comparative 
International  and  Historical  Context 

The  2007-09  recession  was  the  most  severe  recession  experienced 
by  the  United  States  since  World  War  II.  The  so-called  Great  Recession 
lasted  18  months  from  the  business-cycle  peak  in  December  2007  to  the 
trough  in  June  2009,  nearly  twice  the  10-month  average  length  of  the 
previous  post-war  recessions.  The  2007-09  recession  was  also  the  sharp¬ 
est,  with  a  4.5  percent  peak-to-trough  drop  in  real  GDP,  compared  to  an 
average  decline  of  2  percent  in  previous  post-war  recessions. 

Most  importantly,  the  2007-09  recession  was  the  only  post-war 
U.S.  recession  associated  with  a  systemic  financial  crisis.  Severe  financial 
crises  tend  to  have  long-lasting  effects  that  can  stymie  an  economic 
rebound  in  several  ways.  First,  households  burdened  by  high  debt 
and  losses  on  their  assets  can  be  reluctant  to  increase  spending  for  an 
extended  period  of  time,  instead  choosing  to  pay  down  debt  and  repair 
their  finances.  Business  and  residential  investment  can  also  be  slow  to 
resume,  because  over-leveraged  banks  and  other  financial  institutions 
reduce  the  supply  of  credit  as  they  reestablish  the  health  of  their  balance 
sheets.  When  both  credit  supply  and  demand  are  suppressed,  low  inter¬ 
est  rates  induced  by  conventional  monetary  policy  have  a  more  limited 
impact  than  they  otherwise  would. 

The  U.S.  economy  has  performed  better  over  the  past  five  years 
than  would  be  suggested  by  the  historical  record  of  financial  crises. 
Although  the  financial  shocks  that  the  United  States  suffered  in  2007  and 
2008  were  similar  to,  if  not  larger  than,  the  shocks  that  set  off  the  Great 
Depression,  the  outcome  was  strikingly  different.  In  the  recent  crisis, 
GDP  per  working-age  person  returned  to  its  pre-crisis  level  in  about 
four  years,  while  it  took  1 1  years  in  the  United  States  during  the  Great 
Depression  and,  on  average,  10  years  in  the  13  other  countries  affected 

that  the  Bureau  of  Economic  Analysis  (BEA)  estimated  directly  subtracted 
0.3  percentage  point  from  growth  in  the  fourth  quarter,  and  dangerous 
brinksmanship  around  the  debt  limit  in  201 1  and  2013. 

In  addition,  the  unique  after-effects  of  financial  crises  discussed  in 
Box  3-2  have  also  created  substantial  challenges  for  faster  growth.  The  Great 
Recession  was  the  first  downturn  brought  about  by  a  systemic  financial 
crisis  in  nearly  80  years.  Macroeconomic  data  from  the  Great  Depression 
is  limited,  and  models  based  on  more  readily  available  post- World  War  II 
data  do  not  contain  any  comparable  benchmark  for  the  shock  that  hit  the 
economy  in  2008.  Many  of  these  models  are  still  being  refined  to  include 
more  extensive  and  detailed  linkages  between  the  macroeconomy  and  the 
financial  sector,  based  on  lessons  learned  as  a  result  of  the  crisis. 
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by  systemic  crises  during  the  1930s  identified  by  Reinhart  and  Rogoff 
(2009). 

The  Figure  below  compares  the  performance  of  the  U.S.  economy 
with  that  of  the  other  economies  hit  by  the  recent  financial  crisis.  Of  the 
12  countries  that  suffered  systemic  financial  crises  in  2007  and  2008,  real 
GDP  per  working-age  adult  has  recovered  to  its  pre-crisis  levels  in  only 
the  United  States  and  Germany.' 


'  For  a  historical  account  of  financial  crises  in  the  United  States  and  abroad,  see  Reinhart 
and  Rogoff  (2009)  and  Laeven  and  Valencia  (2012). 

All  these  factors  must  be  taken  into  account  in  assessing  the  econ¬ 
omy’s  performance  in  recent  years — and  understanding  what  would  have 
happened  without  the  significant  policy  actions  that  are  described  in  this 
chapter. 


Effects  of  the  Recovery  Act  in 
Providing  Relief  for  Individuals 

As  noted  at  the  outset  of  this  chapter,  the  Recovery  Act  had  goals 
beyond  presenting  and  creating  jobs  and  promoting  economic  recovery. 
This  section  evaluates  the  impact  of  the  Recover)^  Act  in  helping  those 
most  affected  by  the  recession  weather  an  extraordinarily  tiying  period. 
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Table  3-7 


'Tax  Relief  and  Income  Support  in  the  Recovery  Act  and  Subsequent  Measures,  2009-2012 


Billions  of  Dollars 

Recovery  Act 

Subsequent 

Legislation 

Total 

Making  Work  Bay 

112.2 

- 

112.2 

Payroll  Tax  Cut 

- 

206.8 

206.8 

Other  tax  relief  for  individuah  and  fannlies 

FITC  third  child  and  marriage  penalty 

6.0 

4.3 

10.3 

Child  tax  credit  refundability 

18.7 

12.3 

31.0 

American  Opportunity  tax  credit 

17.8 

11.3 

29.1 

Partial  exemption  of  tax  on  unemployment  benefits 

63 

- 

6.5 

Sales  tax  deduction  for  vehicle  purchase 

1.3 

- 

1.3 

First-time  homebuyer  tax  credit 

4.6 

12.0 

16.6 

Vneniploynient  Insurance 

Emergency  Unemployment  Compensation 

and  Extended  Benefits 

43.2 

160.6 

203.8 

Additional  S25  payment 

14.1 

- 

14.1 

Unemployment  Insurance  Modernization 

,3.. 3 

- 

.3.5 

COBRA 

9.2 

9.8 

19.1 

Supplemental  Nutrition  Assistance  Program 

37.6 

0.4 

38.0 

S250  Payment  to  Seniors,  \'eterans,  and  the  Disabled 

1,3.8 

- 

1.3.8 

W'ounded  Warrior  Tax  Credit 

- 

0.3 

0.3 

'FANE  emergency  fund 

4.7 

- 

4.7 

Total 

293.3 

417.8 

711.1 

Note:  Data  consist  of  cumulative  outlays  through  the  end  of  calendar  year  2012.  Items  may  not  add  to  total  due  to 
rounding. 

Source:  Department  of  the  Treasurt',  Office  of  Tax  Analysis;  Office  of  Management  and  Budget,  Agency  Financial 
and  Activity  Reports;  Congressional  Budget  Office. 


The  Recovery  Act  included  substantial  assistance  for  middle-class  families, 
unemployed  workers  struggling  to  find  a  job,  and  households  in  poverty  or 
in  danger  of  slipping  into  poverty.  Many  of  these  measures  were  extended 
or  retooled  in  subsequent  legislation.  This  assistance  was  partly  to  help 
families  maintain  their  consumption  even  when  income  fell  and  credit  dried 
up,  a  phenomenon  economists  refer  to  as  “consumption  smoothing.”  But 
the  support  was  also  motivated  by  the  fact  that  people  would  quickly  spend 
a  large  fraction  of  this  assistance  boosting  aggregate  demand  and,  in  turn, 
job  creation.  Table  3-7  shows  the  programs  that  provided  direct  assistance 
to  individuals. 

Tax  Cuts  foi  Families 

The  Recover)'  Act’s  income  support  and  individual  tax  cut  provisions 
allowed  households  to  maintain  their  purchasing  power  through  one  of  the 
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I'igiirc  3-10 

Disposable  Personal  Income  With  and  Without  ARRA 


2()()8:Q1  2()()9:Q1  2()1():Q1  2()11:Q1  2()12;Q1  2()13:gi 

Note:  1 'inures  dcflalecl  using  the  priee  index  for  ix’isonal  eousuinplion  exiKiidi lures. 

Sourees:  Hureau  of  1  xouomic  .\nal\sis,  1  iffeel  of  llic  ARR.V  on  Selected  I  cdcral  Cio\  cnunenl 
Seeloi  'I'rausatlions,  National  Ineoinc  and  I’rtxinel  .Accounts. 


worst  recessions  of  the  centuiy.  The  Making  Work  Pay  tax  credit  in  effect 
in  2009  and  2010  provided  95  percent  of  workers  with  a  tax  cut  worth  $400 
for  a  typical  single  worker  and  $800  for  a  typical  married  couple.  Without 
these  provisions,  aggregate  real  disposable  personal  income  would  have  been 
$354  billion  lower  than  what  it  actually  was  in  2009.  As  shown  in  Figure 
3-10,  despite  $300  billion  in  lost  private  wages  and  salaries,  real  disposable 
incomes  actually  grew  throughout  calendar  year  2009  (CEA  2010b),  primar¬ 
ily  due  to  tax  cuts  for  families,  the  largest  of  which  was  the  Making  Work  Pay 
tax  credit  in  the  Recovery  Act.  The  Making  Work  Pay  credit  was  replaced  by 
the  even-larger  payroll  tax  cut  in  201 1  and  2012  that  provided  a  tax  cut  for 
all  160  million  workers,  with  $1,000  for  the  typical  worker  making  $50,000 
per  year. 

Unemployment  Insurance 

Regular  state-based  unemployment  insurance  (UI)  programs  typically 
provide  benefits  for  26  Aveeks,  but  as  the  average  duration  of  unemployment 
rose  to  record  highs  in  the  2007-09  recession  and  its  wake,  additional  steps 
were  needed.  The  Recovery  Act  expanded  unemployment  insurance  in  sev¬ 
eral  ways.  First,  the  Act  provided  for  a  100  percent  Federal  contribution  to 
the  Extended  Benefits  program,  which  has  been  in  place  since  1970  to  assist 
states  that  experience  especially  sharp  increases  in  unemployment  but  has 
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traditionally  been  jointly  financed  by  Federal  and  State  governments.  The 
Recovery  Act  also  extended  the  Emergency  Unemployment  Compensation 
(EUC)  program  enacted  in  2008,  which  extended  the  duration  of  benefits 
available  under  Extended  Benefits.  It  also  provided  an  additional  $25  a 
week  in  benefits  through  the  end  of  2009  and  offered  incentive  funds  for 
States  that  chose  to  modernize  their  unemployment  insurance  systems. 
Subsequent  to  the  Recover)'  Act,  Congress  passed  several  more  extensions 
and  expansions  of  unemployment  insurance,  and  another  round  of  reforms 
aimed  at  assisting  people  searching  for  work. 

Effects  of  Unemployment  Insurance  on  Workers.  In  total,  24  million 
U.S.  workers  have  received  extended  unemployment  insurance  benefits. 
Counting  workers’  families,  over  70  million  people  have  been  supported  by 
extended  UI  benefits,  including  more  than  17  million  children.  Benefits  have 
helped  a  broad  swath  of  individuals,  including  4.8  million  with  a  bachelor’s 
degree  or  higher.  The  impact  was  profound:  the  Census  Bureau  estimates 
that  from  2008  to  2012,  unemployment  insurance  kept  over  11  million 
people  out  of  poverty. 

Beyond  providing  income  support  and  keeping  families  out  of  pov¬ 
erty,  unemployment  benefits  also  affect  labor  markets.  As  discussed  in 
the  Executive  Office  of  the  President  report  on  unemployment  insurance 
(Council  of  Economic  Advisers  and  Department  of  Labor,  2014),  elevated 
unemployment  rates  in  recent  years  were  driven  by  declines  in  the  demand 
for  labor,  with  only  slight  reductions  in  labor  supply  stemming  from  unem¬ 
ployment  insurance  extensions.  Moreover,  as  shown  by  Chetty  (2008), 
unemployment  benefits  can  also  have  a  positive  effect  on  labor  productivity, 
because  they  give  people  time  to  search  for  a  job  better  suited  to  their  skills. 

In  addition  to  supporting  incomes,  unemployment  benefits  deter 
the  long-term  unemployed  from  dropping  out  of  the  labor  force.  After  the 
extension  of  the  unemployment  benefits  program  in  2008,  the  long-term 
unemployed  dropped  out  of  the  labor  force  at  a  considerably  reduced  rate, 
and  Rothstein  (2011)  suggests  that  most  of  the  small  increase  in  unemploy¬ 
ment  rates  due  to  extended  benefits  can  be  attributed  to  this  phenomenon. 
While  job-finding  rates  for  the  long-term  unemployed  remain  low,  keeping 
people  in  the  labor  market  increases  the  chance  that  they  will  eventually 
resume  working,  which  supports  the  economy’s  long-run  potential. 

Unemployment  Insurance  Reforms.  The  Recovery  Act  also  included 
the  most  significant  reforms  to  unemployment  insurance  in  decades  through 
a  $7  billion  fund  to  incentivize  states  to  modernize  their  UI  systems  and  to 
update  eligibility  rules  to  reflect  the  changing  labor  market.  States  received 
an  incentive  payment  if  they  implemented  some  suggested  improvements 
to  their  eligibility  rules.  These  suggested  improvements  included  allowing  a 
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worker  to  become  eligible  based  on  his  or  her  most  recent  earnings  (rather 
than  earnings  in  the  previous  calendar  year)  or  when  quitting  a  job  because 
of  certain  circumstances  (compelling  family  responsibilities,  a  relocat¬ 
ing  spouse,  domestic  violence,  or  sexual  assault).  Proposed  reforms  also 
included  offering  benefits  to  individuals  seeking  only  part-time  work  and 
providing  for  a  dependent  allowance. 

Overall,  states  invested  $3.5  billion  of  Recoveiy  Act  funds  toward 
these  modernization  efforts.  The  law  prompted  41  states  to  make  nearly 
100  reforms  to  their  unemployment  insurance  programs.  Numerous  states 
expanded  eligibility  to  workers  whose  job  loss  was  due  to  compelling  fam¬ 
ily  circumstances,  with  13  states  adding  coverage  for  domestic  violence, 
14  states  adding  coverage  to  care  for  a  sick  family  member,  and  16  states 
extending  coverage  to  a  relocating  spouse. 

In  Februaiy  2012,  the  President  signed  into  law  more  reforms  to 
unemployment  insurance — many  of  which  were  originally  proposed  in  the 
American  Jobs  Act — including  measures  to  help  the  long-term  unemployed 
get  back  to  work.  Specifically,  the  new  law  created  opportunities  for  states 
to  test  new  strategies  to  help  the  long-term  unemployed  find  new  work. 
The  Administration  also  expanded  “work-sharing”  programs  across  the 
countiy,  which  will  help  prevent  layoffs  by  encouraging  struggling  employ¬ 
ers  to  reduce  hours  for  workers  rather  than  cut  headcount.  Additionally, 
for  the  first  time,  the  reforms  allowed  the  long-term  unemployed  who  were 
receiving  federal  benefits  to  start  their  own  businesses,  while  also  providing 
support  to  states  to  expand  entrepreneurship  programs. 

Protecting  the  Most  Vulnerable.  The  Recovery  Act  and  subsequent 
legislation  also  included  a  range  of  proposals  focused  on  protecting  the 
most  vulnerable.  These  measures  included  expanding  the  Earned  Income 
Tax  Credit  (EITC)  and  the  refundable  portion  of  the  child  tax  credit,  both 
of  which  provide  an  additional  reward  to  work  for  low- income  families. 
The  Administration  also  sought  to  ensure  that  the  Making  Work  Pay 
credit  was  refundable,  so  that  it  benefited  not  just  middle-class  families  but 
moderate-income  working  families  as  well.  The  Recover)'^  Act  expanded 
the  Supplemental  Nutrition  Assistance  Program  (SNAP)  to  help  families 
through  tough  times  while  also  providing  emergency  benefits  through 
Temporary  Assistance  to  Needy  Families  (TANF),  including  subsidies  to 
encourage  hiring  of  low-income  parents.  The  Recovery  Act  also  ended 
or  prevented  homelessness  for  over  1.3  million  families  through  the 
Homelessness  Prevention  and  Rapid  Rehousing  Program. 

All  told,  the  pre-existing  social  insurance  system  combined  with 
the  expansions  in  the  Recover)'  Act  and  subsequent  extensions  were  very 
effective  in  preventing  a  large  rise  in  the  poverty  rate,  despite  a  substantial 
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downturn  in  the  economy.  Even  though  the  economy  was  dealt  its  most 
severe  blow  since  the  Great  Depression,  Wimer  et  al.  (2013)  find  that  from 
2007  to  2010,  the  poverty  rate  measured  to  include  the  effects  of  antipoverty 
policy  measures  rose  just  half  a  percentage  point.  Excluding  these  measures, 
the  poverty  rate  would  have  risen  4.5  percentage  points — nine  times  greater 
than  the  actual  increase.  Chapter  6  further  discusses  the  effects  of  the 
Administration’s  policies  on  reducing  poverty. 

The  Effect  of  the  Recovery  Act 
ON  Long-Term  Growth 

The  Recovery  Act  and  subsequent  jobs  measures  also  contained  a 
large  number  of  provisions  that  were  aimed  at  strengthening  long-term 
growth.  In  designing  the  Act,  the  Administration  believed  that  it  was  not 
just  the  quantity  of  the  fiscal  support  that  mattered,  but  the  quality  of  it  as 
well.  In  this  sense,  the  Administration  took  to  heart  a  lesson  that  has  been 
pointed  out  by  many  but  can  be  traced  back  as  early  as  the  19th  century  to 
a  French  writer  and  politician  named  Frederic  Bastiat.  Bastiat  (1848)  wrote 
of  a  shopkeeper’s  careless  son  who  broke  a  window  in  the  storefront.  When 
a  crowd  of  onlookers  gathered  to  inspect  the  damage,  Bastiat  took  objection 
to  the  discussion  that  ensued:  “But  if,  on  the  other  hand,  you  come  to  the 
conclusion,  as  is  too  often  the  case,  that  it  is  a  good  thing  to  break  windows, 
that  it  causes  money  to  circulate,  and  that  the  encouragement  of  industry  in 
general  will  be  the  result  of  it,  you  will  oblige  me  to  call  out,  ‘Stop  there!”’ 

For  this  reason,  the  Recoveiy  Act  was  designed  not  just  to  provide  an 
immediate,  short-term  boost  to  the  economy,  but  also  to  make  investments 
that  would  enhance  the  economy’s  productivity  and  overall  capacity  even 
after  the  direct  spending  authorized  by  the  Act  had  phased  out.  The  Act’s 
investments  in  expanding  broadband  infrastructure  and  laying  the  ground¬ 
work  for  high-speed  rail,  to  take  two  examples,  are  a  far  cry  from  the  broken 
window  in  Bastiat’s  parable  because  they  do  so  much  more  than  simply 
restore  things  to  how  they  once  were.  Rather,  these  types  of  investments  will 
raise  the  economy’s  potential  output  for  years  to  come,  from  a  rural  school 
that  can  now  offer  its  students  and  teachers  high-speed  Internet  access,  to  a 
business  that  has  a  new  option  to  transport  its  goods  more  quickly. 

As  shown  in  Table  3-8,  the  Recoveiy  Act  included  $300  billion  of 
these  types  of  investments  in  areas  such  as  clean  energ)^  health  information 
technology,  roads,  and  worker  skills  and  training.  Figure  3-11  suggests  that 
the  timing  of  these  investments  was  relatively  more  spread  out  than  some 
of  the  Act’s  other  measures,  consistent  with  the  longer-term  focus  of  these 
projects. 
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Table  3-8 

Recovery  Act  Long  'Term  Growth  Investment  by  Categor)’ 


Billions  of  Dollars 

Estimated  Cost  (2009-2019)'' 

(Capital 

Construction  of  Transportation  Infrastructure 

.10.0 

Ihivironmcntal  Cleanup  and  I’reservation 

28.0 

(Construction  of  Buildings 

23.9 

I’ublic  Safety  and  Defense 

8.9 

ICconomic  Development 

14.6 

Memo:  lliisiiiess  Tax  Incenlives 

11.7 

Tabor 

Bell  Grants 

17.3 

Special  TCducation 

12.2 

Help  for  Disadvantaged  (Children 

13.0 

Other  Human  (Capital 

10.3 

Technology 

Scientific  Research 

18.3 

(Clean  Energy 

78.5 

Health  and  Health  IT 

32.0 

Broadband 

6.9 

Other 

6.7 

Ibtal  Bublic  Investment 

300.6 

Note:  a.  Kstimated  cost  includes  appropriations  and  tax  provisions  through  2019:Q3. 
h.  Items  may  not  add  to  total  due  to  rounding.  Total  excludes  Business  Tax  Incentives. 

Source:  Office  of  Management  and  Budget;  Department  of  the  Treasun’,  Office  of  Tax  Analysis  based  on  the 
FY201 1  budget;  CEA  calculations. 


Protecting  and  Expanding  Investments  in  Physical  Capital 

'rhe  Recovery  Act  and  subsequent  jobs  measures  were  designed  to 
expand  both  private  capital  and  public  capital. 

Business  Tax  Incentives  for  Private  Capital.  The  theory^  behind 
incentivizing  private  capital  holds  that,  at  a  time  of  systemic  financial  crisis, 
firms  might  not  have  access  to  sufficient  capital  through  financial  markets 
to  invest  or  might  be  overly  deterred  from  investing  due  to  uncertainty, 
as  explained  in  a  report  by  the  Treasuiy’s  Office  of  Tax  Policy  (2010a). 
'I'o  overcome  these  impediments  to  private  investment,  the  Recovery  Act 
and  subsequent  measures  included  business  tax  cuts  designed  to  increase 
cash  flows — like  extended  periods  for  net  operating  loss  carrybacks  and 
bonus  depreciation— that,  in  effect,  constituted  an  interest-free  loan  to 
businesses.  Some  economic  research  (House  and  Shapiro  2008)  has  shown 
that  bonus  depreciation  policies  can  noticeably  raise  investment.  At  low 
interest  rates,  these  measures  had  a  small  net  present  value  cost  to  the 
Federal  Government,  but  provided  resources  to  credit-constrained  firms  to 
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Figure  3-11 

Rcc(»A  crv  Act  Cumulative  Public  Investment  Outlays,  2009-2013 

Hillicms  of  S 


Source:  Office  of  Mauaneincnl  ;uid  Ifudgct;  Department  of  the  I  rcasur> ,  Office  of  fax  Aiittlysis, 
based  on  the  1'A'2013  Mid-Session  Review. 


support  investment.  Building  on  this  approach,  in  fall  2010  the  President 
proposed  100  percent  expensing  for  business  investment,  which,  as  passed 
by  Congress  in  December  2010,  became  the  largest  temporary  business 
investment  tax  incentive  in  history. 

Transportation  and  Other  Investments  in  Public  Capital.  A  modern 
and  effective  transportation  infrastructure  network  is  both  necessar)'  for  the 
economy  to  function  and  a  prerequisite  for  future  growth.  Numerous  stud¬ 
ies  have  found  evidence  of  large  private-sector  productivity  gains  from  pub¬ 
lic  infrastructure  investments,  as  highlighted  in  a  report  by  the  Department 
of  Treasury  and  CEA  (2012).^°  The  early  stage  of  the  recovery  has  been  a 
particularly  opportune  time  to  undertake  such  investments  because  of  the 
high  level  of  underutilized  resources  in  the  economy  and  low  construction 
costs.  The  Treasury  report  also  points  out  that  transportation  investments 
can  create  middle-class  jobs  and  lower  transportation  costs,  which  would 
otherwise  weigh  on  household  budgets. 

rhe  Recover)'  Act  allocated  $48  billion  to  programs  administered  by 
the  Department  of  Transportation,  with  almost  60  percent  for  highways 
and  37  percent  for  public  transportation  and  intercity  passenger  rail.  The 
magnitude  of  this  aid  was  substantial.  While  it  is  difficult  to  estimate  what 
transportation  expenditures  would  have  been  without  the  Recovery  Act, 

Many  ofthe.se  studies  are  summarized  in  Munnell  (1992)  and  Fernald  (1999). 
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total  highway  spending  in  2010  was  about  $27  billion  (or  24  percent)  higher 
than  in  2007.  This  increase  occurred  in  a  period  when  user  revenues  (such 
as  fuel  taxes  and  other  fees),  the  usual  source  of  funding  for  states  for  trans¬ 
portation  projects,  were  declining.  Moreover,  an  equal  dollar  amount  of 
expenditures  was  more  effective  during  the  recession,  because  construction 
costs  for  highways  (as  measured  by  the  National  Highway  Construction 
Cost  Index)  declined  about  20  percent  between  mid-2008  and  mid-2009, 
and  remained  relatively  flat  through  2011.^’ 

In  addition  to  these  direct  programs,  the  Recovery  Act  also  provided 
indirect  support  for  transportation  projects  through  Build  America  Bonds. 
The  Federal  Highway  Administration  estimated  that  26  percent  of  the  total 
funds  raised  by  Build  America  Bonds  (or  $48  billion)  were  used  by  states  for 
transportation  projects.  Further,  a  Recover)^  Act  provision  that  temporarily 
exempted  Private  Activity  Bonds  (PABs)  from  the  Alternative  Minimum 
Tax  (AMT)  enabled  airports  across  the  country  to  access  credit  at  affordable 
rates.  The  Federal  Aviation  Administration  estimated  that  24  U.S.  airports 
issued  $12.7  billion  in  bonds  under  the  Recoveiy  Act  AMT  exemption, 
realizing  $1.06  billion  of  present  value  savings  ($1.8  billion  in  gross  savings) 
through  early  November  2010. 

With  these  funds,  shovels  went  in  on  more  than  15,000  transportation 
projects  across  the  Nation.  The  Department  of  Transportation  estimates  that 
these  projects  will  improve  nearly  42,000  miles  of  road,  mend  or  replace 
over  2,700  bridges,  and  provide  funds  for  over  12,220  transit  vehicles. 
The  Recoveiy  Act  also  made  the  largest-ever  investments  in  American 
high-speed  rail,  constructing  or  improving  approximately  6,000  miles  of 
high-performance  passenger  rail  corridors  and  procurement  of  120  next- 
generation  rail  cars  or  locomotives. 

Finally,  the  Recoveiy  Act  initiated  the  Transportation  Investment 
Generating  Economic  Recovery  (TIGER)  grant  program,  which  allowed 
the  Department  of  Transportation  to  invest  in  critical  projects  that  were 
difficult  to  fund  through  traditional  means.  The  TIGER  program  included  a 
competitive  process  that  encouraged  innovation  and  regional  collaboration. 
The  program  made  extensive  use  of  benefit-cost  analysis  to  evaluate  project 
applications,  and  required  grant  recipients  to  track  the  performance  of  their 
projects  once  launched  to  ensure  that  they  achieve  the  promised  benefits. 
The  program  also  allowed  many  cities,  counties,  and  other  government 
entities  to  access  direct  Federal  funds  for  the  first  time.  The  initial  $1.5 
billion  TIGER  program  was  deemed  so  successful  that  it  was  extended  five 
additional  times  and  is  currently  in  effect  through  September  2014. 

See  Transportation  Investments  in  Response  to  Economic  Downturns,  Special  Report  312, 
Transportation  Research  Board  of  the  National  Academies. 
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'I'he  Recovery  Act  also  invested  in  restoring  or  otherwise  improving 
infrastructure  to  allow  Americans  to  safely  and  easily  access  public  lands  and 
waters.  Investments  included  about  $1  billion  to  the  National  Park  Service, 
Fish  and  Wildlife  Sendee,  and  Forest  Service  for  deferred  maintenance  of 
facilities  and  trails  and  for  other  critical  repair  and  rehabilitation  projects. 
'Fhese  projects  help  support  the  infrastructure  needed  to  sustain  the  outdoor 
recreation  economy  and  contribute  to  the  enjoyment  of  public  lands. 

'Fhe  Recoveiy  Act  included  funding  for  programs  administered  by 
the  Environmental  Protection  Agency  (EPA)  to  protect  and  promote  both 
a  healthier  environment  and  jobs.  These  investments  have  generated  sub¬ 
stantial  environmental  benefits,  such  as  cleaning  up  contaminated  land  and 
putting  that  land  back  to  economic  use,  reducing  air  pollution  from  diesel 
engines,  and  reducing  contaminants  in  both  surface  water  and  drinking 
water.  EPA’s  Brownfields  program  used  $100  million  in  Recovery  Act  funds 
to  leverage  additional  funds  and  cleaned  up  1,566  acres  of  properties  that 
are  now  ready  for  reuse,  far  exceeding  the  original  target  of  500  acres.  The 
Act’s  funding  led  to  30,900  old  diesel  engines  being  retrofitted,  replaced,  or 
retired,  which  has  reduced  lifetime  emissions  of  carbon  dioxide  by  840,300 
tons  and  particulate  matter  by  3,900  tons.^^  More  than  3,000  water  quality 
infrastructure  projects  and  Clean  Water  projects  are  improving  or  maintain¬ 
ing  sewage  treatment  infrastructure  for  over  78  million  people  nationwide, 
as  another  Act  investment.  The  Recoveiy  Act  funds  have  also  enabled  693 
drinking  water  systems,  serving  over  48  million  Americans,  to  return  to 
compliance  with  Safe  Drinking  Water  Act  standards.^^ 

Protecting  and  Expanding  Investments  in  Human  Capital 

The  Recovery  Act  was  also  aimed  at  protecting  and  expanding  human 
capital.  Saving  and  creating  jobs  helps  protect  human  capital,  in  part,  by  pre¬ 
venting  the  loss  of  skills — including  job  search  skills — that  can  come  from 
prolonged  periods  of  unemployment.  The  evidence  shows  that  protracted 
unemployment  in  Europe  in  the  1980s  and  1990s  resulted  in  sustained  loss 
of  human  capital  (Blanchard  and  Summers  1986,  Ljungqvist  and  Sargent 
1998).  Helping  workers  better  connect  with  jobs,  whether  through  unem¬ 
ployment  insurance  reforms  or  job  subsidies  in  the  TANF  emergency  fund, 
has  helped  protect  human  capital. 

Significant  investments  and  reforms  in  education  were  critical  to 
actually  expanding  human  capital.  State  and  local  governments  typically 
provide  more  than  90  percent  of  the  funding  for  elementary  and  secondary 
education  and  about  40  percent  of  the  funding  for  public  institutions  of 

See  Environmental  Protection  Agency  (2013). 

See  http://\v\v\v.epa.gov/recovery/accomplishments.html 


126  I  Chapters 


higher  education  in  the  United  States.  As  the  economy  slowed  in  2008,  State 
revenues  declined,  putting  pressure  on  education  budgets. 

The  Recovery  Act  dramatically  increased  funding  for  educa¬ 
tion  through  Title  I  grants  to  local  education  agencies  (LEAs),  School 
Improvement  Grants,  and  grants  for  special  education.  In  addition,  the  Act 
increased  student  aid  and  support  for  post-secondary  institutions  to  invest 
in  new  buildings  and  research  in  innovative  health  and  energ)^  technologies. 
In  response  to  these  grants,  recipients  reported  that  more  than  800,000 
education  job-years  were  saved  or  created,  keeping  teachers,  principals, 
librarians,  and  counselors  as  well  as  university  faculty  and  staff  on  the  job. 

States  also  reported  that  they  used  State  Fiscal  Stabilization  Funds 
from  the  Recover)'  Act  to  restore  sizable  shares  of  K-12  education  funding. 
For  example,  the  Recoveiy  Act  restored  9  percent  of  K-12  education  funding 
in  California,  Indiana,  Alabama  and  Oregon;  12  percent  of  such  funding  in 
Florida,  Wisconsin  and  South  Carolina;  and  23  percent  of  K-12  education 
funding  in  Illinois  in  fiscal  year  2009.  In  at  least  31  states,  Recoveiy  Act  funds 
pi  evented  or  lessened  tuition  increases  at  public  universities,  including 
universities  in  Massachusetts,  Minnesota,  and  Virginia.  Without  this  influx 
of  State  Fiscal  Stabilization  Funds,  these  states  would  have  endured  drastic 
cuts  in  education  funding. 

The  Recovery  Act  launched  the  innovative  Race  to  the  Top  Program 
with  S4.35  billion.  Race  to  the  Top  is  a  competitive  grant  program  designed 
to  encourage  and  reward  States  to  implement  critical  reforms  designed  to 
help  close  the  achievement  gap  and  improve  student  outcomes,  including 
better  student  assessments;  better  data  systems  to  provide  teachers  and 
parents  with  information  about  student  progress;  new  steps  to  develop  and 
support  effective  teachers;  and  efforts  to  turn  around  low-achieving  schools. 
Encouraged  by  the  incentives  included  in  Race  to  the  Top,  states  across  the 
countiy  chose  to  adopt  more  rigorous  academic  standards  aligned  to  higher 
expectations  for  college  and  career  readiness.  To  date,  19  states,  representing 
45  percent  of  all  K-12  students,  have  received  Race  to  the  Top  funds;  and  to 
compete  for  funds,  34  states  modified  state  education  laws  and  policies  in 
ways  known  to  improve  education. 

The  Recovery  Act  also  expanded  the  Pell  Grant  program,  raising 
the  maximum  grant  from  $4,731  to  $5,550,  and  it  created  the  American 
Opportunity  Tax  Credit  to  modify  and  replace  the  Hope  higher  education 
credit  (this  policy  was  later  extended  by  the  Tax  Relief,  Unemployment 
Insurance  Reauthorization  and  Job  Creation  Act  of  2010  and  the  American 
'Faxpayer  Relief  Act  of  2012).  The  passage  of  the  Health  Care  and  Education 
Reconciliation  Act  of  2010  enabled  further  expansion  of  the  Pell  Grant 
award.  Together,  these  efforts  to  expand  higher  education  opportunity 
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helped  individuals  who  chose  to  return  to  school  or  remain  in  school  to 
bolster  their  skills  in  a  demanding  job  market.  As  a  result,  the  Pell  Grant 
program  offered  $36.5  billion  in  aid  to  more  than  8.8  million  undergraduate 
students  in  FY  2010,  compared  to  roughly  half  as  much  aid,  $18.3  billion,  for 
6.2  million  students  in  FY  2008  (U.S.  Department  of  Education,  2011).  The 
largest  growth  in  Pell  Grant  applications  came  from  students  in  the  lowest- 
income  categories.  For  tax  year  2009,  8.3  million  tax  returns  claimed  $14.4 
billion  in  American  Opportunity  Tax  Credits.  This  level  of  education  credits 
(including  the  lifetime  learning  credit)  was  a  nearly  $10  billion  increase  from 
the  prior  year  (U.S.  Department  of  the  Treasuiy,  2010b). 

Investments  in  Technology  and  Innovation 

Some  of  the  highest  returns  to  investment  are  in  the  area  of  innova¬ 
tion.  Often,  innovation  produces  large  returns  for  the  economy  as  a  whole, 
but  since  businesses  do  not  capture  all  these  society-wide  returns,  they 
tend  to  underinvest  in  innovation.  For  example,  firms  may  not  undertake 
research  and  development  even  though  it  would  benefit  the  rest  of  their 
industry,  other  industries,  and  their  regional  economies.  In  general,  looking 
across  a  range  of  industries,  economists  have  estimated  that  the  divergence 
between  private  and  social  returns  to  investment  may  be  as  great  as  two-to- 
one  (for  instance.  Hall  et  al.  2009).  This  is  especially  true  when  investments 
can  result  in  externalities  that  are  not  captured  by  the  entity  making  the 
investment.  For  instance,  in  the  energy  sector,  there  are  substantial  climate 
and  national  security  benefits  to  cleaner  energy  that  are  not  fully  internalized 
in  the  form  of  financial  rewards  for  individual  firms.  The  Recovery  Act  made 
a  significant  impact  on  innovation — complementing  the  other  measures  this 
Administration  has  taken  to  encourage  innovation. 

Scientific  Research.  The  Recovery  Act  provided  a  one-time  supple¬ 
mental  appropriation  of  over  $3  billion  for  the  National  Science  Foundation 
and  $1  billion  for  the  National  Aeronautics  and  Space  Administration.  It  also 
increased  support  for  the  National  Institute  of  Standards  and  Technology 
and  provided  the  Advanced  Research  Projects  Agency-Energy  (ARPA-E) 
with  funding  of  $400  million.  The  ARPA-E  is  charged  with  researching 
transformative  energy  technologies.  So  far  it  has  pioneered  research  into  so- 
called  second-generation  biofuels,  which  utilize  agricultural  and  municipal 
waste,  as  well  as  more  efficient  batteries,  superconducting  wires,  and  vehicles 
powered  by  natural  gas. 

Clean  energy.  Clean  energy  was  the  focus  of  more  than  $90  billion  in 
government  investment  and  tax  incentives  in  the  Recover)^  Act.  The  pur¬ 
pose  of  these  investments  was  to  help  create  new  jobs,  reduce  dependence 
on  foreign  oil,  enhance  national  security,  and  improve  the  environment 
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Advanced  Renewable  Electric  Power  Net  Generation,  2000-2012 
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by  countering  climate  change.  Key  targets  included  energy  efficiency  (with 
programs  such  as  the  weatherization  assistance  program),  renewable  genera¬ 
tion  (with  investments  in  wind  turbines,  solar  panels,  and  other  renewable 
energy  sources),  and  grid  modernization.  Many  of  these  clean  energy  pro¬ 
grams  were  administered  though  the  $38  billion  Recovery  Act  portfolio  of 
the  Department  of  Energy. 

Using  the  multiplier  model  described  earlier  in  the  chapter,  CEA 
estimated  that  clean  energy  investment  created  or  saved  about  650,000  job- 
years,  directly  or  indirectly,  through  2012.^^  "fhese  investments  have  started 
to  drive  changes  in  energy  production,  as  highlighted,  for  instance,  by  Aldy 
(2013).  Owing  in  large  part  to  these  clean  energy  incentives  and  investments, 
renew'able  wind,  solar,  and  geothermal  energy  have  increased  their  contribu¬ 
tions  to  U.S.  energy  supply  each  year  since  2008.  Eor  instance,  as  shown  in 
Figure  3-12,  wind  electricity  net  generation  nationwide  grew  by  145  percent 
from  2008  to  2012.  Solar  thermal  and  photovoltaic  electricity  net  generation 
more  than  quadrupled  during  the  same  period.  Meanwhile,  carbon  dioxide 
emissions  from  the  electric  power  sector  fell  approximately  14  percent  over 


See  CHA’s  (2010a)  second  report  on  the  Recovery  Act  of  2009  for  a  detailed  discussion  on 
the  macroeconomic  effects  of  clean  energy  investment.  The  latest  estimates  are  presented  in 
CPA’s  (2010c)  fourth  quarterly  report. 


The  Economic  Impact  of  the  American  Recovery  and  Reinvestment  Act  Five  Years  Later  |  129 


the  period,  even  though  total  power  generation  declined  by  only  about  2 
percent. 

Many  of  the  clean  energy  provisions  of  the  Recoveiy  Act  were 
designed  to  bring  in  private  funds  through  co-investment.  For  example, 
through  Energy  Cash  Assistance,  individuals  and  businesses  that  installed 
certain  types  of  renewable  energ)'  generation  received  a  grant  equal  to  30 
percent  of  the  project’s  cost. 

Of  course,  not  every  investment  in  clean  energy  will  ultimately  result 
in  a  transformative  technology.  Because  funding  is  often  directed  to  projects 
based  on  ideas  that  are  at  the  frontier  of  scientific  research,  there  is  a  certain 
degree  of  risk  involved.  But  given  the  grave  economic,  environmental,  and 
national  security  consequences  of  climate  change,  these  types  of  investments 
must  continue.  An  independent  review  released  in  2012  found  that,  on  the 
whole,  the  Department  of  Energy  loan  guarantee  programs  are  expected  to 
perform  well  and  hold  even  less  risk  than  initially  envisioned  by  Congress. 

Health  Care  Information  Systems.  The  Health  Information 
Technology  for  Economic  and  Clinical  Health  (HITECH)  Act,  enacted  as  a 
part  of  the  Recovery  Act,  encouraged  adoption  and  use  of  health  informa¬ 
tion  technology.  The  core  of  the  HITECH  Act  is  a  set  of  financial  incentives 
to  health  care  providers  to  adopt  and  make  “meaningful  use”  of  electronic 
health  records.  The  HITECH  Act  also  provided  $2  billion  to  the  Department 
of  Health  and  Human  Sendees  to  fund  activities  to  encourage  the  diffusion 
of  health  information  technology,  such  as  investing  in  infrastructure  and 
disseminating  best  practices.  The  Act  also  made  a  variety  of  other  changes, 
including  provisions  to  facilitate  data  sharing  across  health  care  providers  to 
support  coordinated  care  and  protect  patient  privacy. 

Fully  integrated  electronic  health  record  systems  allow  immediate 
and  complete  access  to  all  relevant  patient  information.  These  innovations 
have  the  potential  to  greatly  improve  coordination  of  care— for  example,  by 
limiting  the  unnecessar)'  duplication  of  tests  and  procedures — and  also  to 
reduce  medical  errors,  thereby  lowering  health  care  costs.  Chapter  5  further 
explains  the  benefits  of  fully  integrated  electronic  health  record  (EHR)sys- 
tems  and  discusses  the  dramatic  increase  in  the  share  of  medical  providers 
using  electronic  health  records  in  recent  years. 

Broadband.  The  Recovery  Act  helped  increase  access  to  broadband 
and  drive  its  adoption  across  the  countiy,  both  directly  through  grants,  and 
indirectly  through  tax  incentives  such  as  increased  expensing  of  investment 
costs.^^  It  provided  $4.4  billion  through  the  Department  of  Commerce’s 
National  Telecommunications  and  Information  Administration  to  deploy 

See  the  Office  of  Science  and  Technolog)'  Policy  and  the  National  Fxonomic  Council  report 
}■  our  years  of  broadband  growth  (2013). 
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broadband  infrastructure  (for  instance,  laying  new  fiber-optic  cables  or 
upgrading  wireless  towers,  and  connecting  key  institutions  such  as  schools, 
libraries,  hospitals,  and  public  safety  facilities)  and  support  public  computer 
centers  (establishing  new  public  computer  facilities  to  provide  broadband 
access  to  the  general  public  or  specific  vulnerable  and  underser\'ed  popula¬ 
tions).  The  funding  also  encouraged  sustainable  adoption  of  broadband  (for 
instance,  through  digital  literacy  training  and  outreach  campaigns),  led  to 
the  publication  of  the  National  Broadband  Map  (wwv.broadbandmap.gov), 
and  supported  state  broadband  leadership  and  capacity  building  activities 
(through,  for  example,  local  broadband  planning  teams  and  information 
technology  assistance  provided  to  small  businesses,  schools,  libraries,  and 
local  governments).  The  Recovery  Act  also  provided  $2.5  billion  through 
the  Department  of  Agriculture  Rural  Utilities  Sendee  to  expand  broadband 
access  in  rural  areas. 

Because  of  these  grants,  over  110,000  miles  of  broadband  infrastruc¬ 
ture  have  been  added  or  improved,  and  high-speed  connection  has  been 
made  available  to  about  20,000  community  institutions.  These  projects  have 
also  delivered  about  16  million  hours  of  technology  training  to  more  than  4 
million  users. 

In  part  as  a  result  of  the  Recovery  Act  and  related  policies,  broadband 
access  has  risen  substantially  in  recent  years.  Chapter  5  discusses  broadband 
development  in  more  depth. 

Fiscal  Sustainability  and  the  Recovery  Act 

The  Recoveiy  Act  and  subsequent  fiscal  measures  were  part  of  an 
overall  fiscally  responsible  economic  strategy  that  cut  the  deficit  in  the 
medium  and  long  run.  Moreover,  given  the  economic  context  in  which  the 
jobs  measures  were  passed,  these  measures  alone  had  little  if  any  impact  on 
long-run  fiscal  sustainability. 

The  Recovery  Act  is  entirely  temporaiy — it  cost  $763  billion  over  the 
first  decade  (not  counting  the  extension  of  the  AMT  patch)  and  it  has  no 
long-term  impact  on  non-interest  outlays  or  revenues.  Overall,  assuming 
the  CBO  score,  the  Act  at  most  added  less  than  0.1  percentage  point  to  the 
75-year  fiscal  gap. 

These  estimates  are  small  but  may  nevertheless  overstate  the  true  cost 
of  the  Recovery  Act.  To  the  degree  that  the  Act  successfully  expanded  output 
and  boosted  employment,  those  gains  would  result  in  additional  revenue 
and  less  spending  on  countercyclical  programs  than  would  otherwise  have 
occurred.  Taking  the  estimates  presented  in  this  chapter  for  the  increase 
in  GDP  over  the  2009-12  period— and  assuming  these  increases  led  to 
additional  tax  revenue  at  18  percent  of  GDP,  roughly  the  recent  historical 
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average — then  the  resulting  increase  in  revenue  would  alone  be  enough  to 
offset  roughly  one-quarter  of  the  Act’s  cost. 

Moreover,  to  the  degree  that  effects  on  output  are  persistent— a  fac¬ 
tor  that  is  not  captured  in  the  estimates  in  this  chapter  but  is  assumed  by 
the  IMF  (2009)  and  Reifschneider,  Wascher,  and  Wilcox  (2013),  then  the 
positive  fiscal  feedback  effects  could  be  even  larger.  DeLong  and  Summers 
(2012)  have  shown,  for  example,  that  with  plausible  multipliers  and  persis¬ 
tence  in  output  effects,  it  is  possible  that  the  additional  output  associated 
with  the  Recovery  Act,  and  associated  additions  to  revenue  and  reductions 
to  debt,  could  result  in  a  reduced  debt-to-GDP  ratio  by  the  end  of  the  decade. 

These  estimates  do  not  reflect  the  potential  benefits  for  long-term 
growth  of  the  productivity-enhancing  investments  in  the  Recovery  Act.  For 
example,  if  an  infrastructure  project  has  a  total  rate  of  return  of  10  percent, 
and  if  overall  revenues  are  about  18  percent  of  GDP,  then  it  would  have  a 
rate  of  return  to  the  Federal  taxpayer  of  about  2  percent.  Given  the  Federal 
borrowing  costs  at  the  time  of  the  Recovery  Act,  the  investment  would  con¬ 
ceivably  pay  for  itself  over  time  and  reduce  Federal  debt  as  a  share  of  GDP 
as  the  investment  produces  returns. 

None  of  these  estimates  should  be  taken  as  conclusive  or  as  a  sug¬ 
gestion  that  official  budget  scoring  should  take  these  feedback  effects  into 
account.  When  the  economy  is  operating  at  full  employment,  and  monetary 
policy  is  not  constrained  by  the  zero  lower  bound,  many  of  these  macroeco¬ 
nomic  feedback  effects  would  be  less  relevant  or  not  even  operative  at  all. 
Moreover,  if  fiscal  policy  actions  raised  the  specter  of  substantially  larger 
and  less  sustainable  future  deficits  and  debt,  that  could  reduce  confidence 
and  raise  interest  rates,  undermining  any  beneficial  economic  feedback. 
But  in  this  case,  these  measures  were  passed  at  the  same  time  that  the 
Administration  was  also  laying  out  steps  for  longer-term  deficit  reduction 
and  reducing  the  fiscal  gap  by  passing  major  deficit-reduction  measures, 
including  the  Affordable  Gare  Act  and  the  Budget  Control  Act. 

As  a  result,  given  the  overall  context  of  highly  insufficient  aggregate 
demand,  monetaiy  policy  operating  at  the  zero  lower  bound,  and  other 
measures  for  medium-  and  long-term  deficit  reduction,  fiscal  measures  to 
support  jobs  have  the  potential  for  even  larger  impacts  on  output  and  thus 
greater  associated  revenue  feedbacks  and  a  much  lower  long-run  fiscal  cost, 
if  they  have  any  long-run  fiscal  cost  at  all. 

Conclusion 

The  Recover)'  Act  and  subsequent  jobs  measures  were  designed  to  help 
propel  the  economy  out  of  the  worst  contraction  since  the  Great  Depression 
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and  to  set  the  stage  for  stronger  future  growth.  Considerable  evidence  sug¬ 
gests  the  Federal  Government’s  efforts  to  jump-start  the  economy  were 
successful.  CEA  estimates  that  the  Recovery  Act  provided  an  important  and 
timely  boost  to  GDP  in  2009  and  2010,  and  led  to  the  creation  of  about  6.4 
million  additional  job-years  through  2013 — estimates  that  are  in  line  with 
those  of  CBO  and  of  other  forecasting  groups.  Other  fiscal  efforts  enacted 
subsequent  to  the  Recovery  Act  brought  the  total  to  8.8  million  job-years. 

The  Administration’s  actions  have  been  guided  by  the  notion  that  fis¬ 
cal  support  measures  would  only  be  needed  for  a  temporary  period,  and  this 
view  is  being  borne  out.  Most  temporary  measures  to  support  the  economy 
expired  in  2013,  most  notably  the  payroll  tax  cut.  Businesses  and  households 
are  now  in  far  better  shape  as  a  result  of  several  years  of  deleveraging,  and 
private-sector  growth  has  led  the  way  since  2010.  Although  many  challenges 
linger,  and  supportive  measures  like  emergency  unemployment  insurance 
remain  necessary  given  the  unacceptably  high  rate  of  long-term  unemploy¬ 
ment,  the  economy  has  the  potential  for  even  stronger  growth  in  2014. 

Public  policy,  in  particular  public  investment  in  areas  like  research, 
infrastructure,  and  innovation,  will  continue  to  play  an  important  role  in  the 
economy.  The  President  is  proposing  additional  investments  and  reforms 
in  all  of  these  areas.  But,  in  these  cases,  investments  are  part  of  a  longer- 
term,  sustained  commitment  to  expanding  the  productive  capacity  of  the 
economy  without  the  same  need  for  immediate  countercyclical  support. 

Overall,  the  Recoveiy  Act  and  subsequent  measures  are  one  of  the 
main  reasons  why  the  U.S.  economy  was  able  to  return  to  record  levels  of  per 
working-age  population  GDP  within  just  over  four  years  of  the  onset  of  the 
recession  and  to  bring  the  unemployment  rate  down  by  0.8  percentage  point 
per  year — when  many  other  countries  with  systemic  financial  crises  have  not 
seen  their  GDP  per  working-age  population  fully  recover  or  their  unemploy¬ 
ment  rates  start  a  sustained  fall.  In  the  longer  run,  the  benefits  of  all  of  these 
efforts  will  be  more  difficult  to  isolate  from  other  simultaneous  changes, 
but  they  will  be  no  less  profound  in  terms  of  their  cumulative  impact  on  the 
economic  well-being  of  the  Nation. 

Appendix  i:  Components  of  the  Recovery 
Act  and  Subsequent  Fiscal  Measures 

Table  3-9  reports  the  actual  budgetary  impact  of  the  Recoveiy  Act 
from  its  inception  through  the  latest  data  available  (the  end  of  fiscal  year 
2013). 

Table  3-10  reports  the  budgetaiy  impact  classified  into  the  six 
broad  functional  categories  shown  also  in  Figure  3-1:  individual  tax  cuts. 
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Alternative  Minimum  Tax  relief,  business  tax  incentives,  State  fiscal  relief, 
aid  to  directly  impacted  individuals,  and  public  investments.  The  following 
sections  of  this  appendix  will  discuss  each  of  these  categories  in  more  detail. 

Tax  Relief 

Within  the  first  three  categories  of  tax  cuts,  major  programs  included 
the  Making  W ork  Pay  tax  credit,  which  provided  a  6.2  percent  credit  on  earn¬ 
ings  up  to  a  maximum  value  of  $400  for  individuals  and  $800  for  couples, 
phasing  out  starting  at  income  above  $75,000  and  $150,000,  respectively 
(estimated  to  cost  about  $1 16  billion  between  2009  and  2011).  The  credit  was 
administered  through  reducing  tax  withholdings  and  the  Internal  Revenue 
Service  required  that  companies  reduce  withholding  by  April  1,  2009.  In 
addition,  the  legislation  made  $250  one-time  payments  to  seniors,  veterans, 
and  people  with  disabilities.  The  Recovery  Act  included  the  Making  Work 
Pay  tax  credit  for  2009  and  2010.  In  December  of  2011  Congress  enacted  a 
2-percentage  point  reduction  of  the  Social  Security  payroll  tax  for  201 1  that 
was  extended  through  2012  and  expired  at  the  start  of  2013. 

Additionally,  the  Recovery  Act  provided  tax  credits  for  families,  such 
as  an  expansion  of  the  child  tax  credit,  including  making  it  refundable  for 
more  low-income  families  (at  a  total  estimated  cost  of  $15  billion),  expan¬ 
sions  of  the  earned  income  tax  credit  for  married  couples  and  families  with 
more  than  three  children  ($5  billion),  and  the  American  Opportunity  Tax 
Credit  to  help  make  college  more  affordable.  All  of  these  measures  have 
since  been  extended  through  2017,  and  the  President’s  Budget  for  2014 
proposes  to  make  them  permanent— rendering  them  among  the  only  items 
from  the  Recover)'  Act  intended  to  be  permanent. 

The  Recovery  Act  also  raised  the  exemption  amount  for  the  AMT  to 
$46,700  for  individual  taxpayers  and  $70,950  for  joint  filers,  at  an  estimated 
cost  of  $70  billion.  Because  this  was  a  widely  expected  continuation  of  previ¬ 
ous  AMT  patches,  this  component  of  the  Recovery  Act  did  not  represent  a 
net  new  fiscal  impetus  for  the  economy  and  is  not  included  in  CEA’s  mac¬ 
roeconomic  estimates. 

For  businesses,  the  legislation  provided  cost-effective  incentives  to 
expand  investment  by  allowing  businesses  to  immediately  deduct  half  of  the 
cost  of  their  investments  (bonus  depreciation)  and  also  to  extend  the  period 
over  which  small  firms  (except  those  receiving  TARP  funds)  could  claim 
losses  and  expense  capital  purchases.  Businesses  buying  back  or  exchanging 
their  own  debt  at  a  discount  were  also  allowed  to  defer  any  resulting  income. 
All  of  these  measures  were  designed  to  improve  the  cash  flow  for  firms  that 
might  be  facing  credit  constraints  and  to  increase  incentives  to  invest.  Long- 
run  costs  to  the  Federal  Government  were  limited  because  the  measures 
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Table  3-9 

Recovery  Act  Outlays,  Obligations,  and  Tax  Reductions 


Ihrough 
the  end  of- 

Outlay.s 

Obligations 

Tax  Reductions 

Sum  of  Outlays  and 
Tax  Reductions*' 

2()09:Q1 

8.6 

30.5 

2.4 

11.0 

2009:Q2 

47.7 

127.3 

35.6 

83.3 

2009:Q.F 

54.4 

98.5 

31.8 

86.2 

2009:Q4 

53.5 

57.6 

30.2 

83.7 

20)0:Q1 

46.7 

48.2 

64.9 

111.6 

2010:Q2 

46.4 

41.7 

77.3 

123.6 

2010:Q3 

50.6 

48.6 

16.4 

66.9 

2010:Q4 

40.7 

20.8 

8.4 

49.1 

2011:Q1 

25.0 

6.2 

31.9 

56.9 

2()11:Q2 

25.1 

5.0 

-.5.1 

20.0 

2011:Q3 

21.9 

9.2 

2.1 

23.9 

2011:Q4 

17.7 

5.7 

2.0 

19.6 

2012:Q1 

14.3 

5.2 

-4.0 

10.4 

2012:Q2 

12.8 

6.5 

-.3.0 

9.8 

2012:Q.4 

12.0 

4.4 

-0.5 

11.6 

2012:Q4 

11.2 

5.8 

0.5 

11.7 

201 3:Q] 

11.0 

6.2 

0.7 

11.7 

2013:Q2 

7.2 

4.0 

0.4 

7.7 

2013:Q3 

.5.6 

2.5 

0.4 

5.9 

lolal 

Ihrough  2013:Q3'’ 

512.4 

.533.8 

292.2 

804.6 

Notes:  a.  Data  on  outlays  and  obligations  are  for  the  last  day  of  each  calendar  quarter, 
b.  Items  may  not  add  to  total  due  to  rounding. 

Source:  Office  of  Management  and  budget,  Agency  Financial  and  Activit)'  Reports;  Department  of  the  Treasury, 
Oflice  of  Tax  Analysis  based  on  the  FY2013  Mid-Session  Review. 


largely  advanced  tax  benefits  that  companies  would  receive  anyway.  The 
50  percent  bonus  depreciation  was  subsequently  extended  and  expanded  to 
100  percent  expensing,  and  the  net  operating  loss  carryback  was  extended 
to  larger  firms.  In  addition,  the  Recovery  Act  included  incentives  for  invest¬ 
ments  in  renewables  and  advanced  energ)'  manufacturing,  and  in  areas 
undergoing  significant  distress  through  State  and  local  government-issued 
Recovery  Zone  Bonds.  The  Recovery  Act  also  increased  funding  for  the  New 
Markets  Tax  Credit  and  provided  incentives  to  hire  unemployed  veterans 
and  disconnected  youth. 
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Table  3-10 


Recovery  Act  Fiscal  Stimulus  by  Functional  Category 


'Ilirough  the 
end  of 

Individual 
Tax  Cuts 

AMT 

Relief 

Business 

Tax 

Incentives 

State  Fiscal 
Relief 

Aid  to 
Directly 
Impacted 
Individuals 

Public 

Investment 

Outlays 

Total" 

2009:Q1 

2.3 

0.0 

0,1 

8.5 

0,0 

0.0 

11.0 

2009:Q2 

26.3 

7.8 

12.5 

19.6 

9.6 

7.4 

8.3.3 

2009:Q3 

14.3 

6.0 

10.5 

15.6 

22.2 

17.6 

86.2 

2009:Q4 

15.8 

.3.5 

9.0 

15.5 

23.4 

16.5 

83.7 

2010:Q1 

43.3 

11.4 

6.9 

16.2 

16.1 

17.7 

111.6 

201():Q2 

22.4 

47.5 

4.9 

16.6 

5.2 

27.0 

12.3.6 

2010:Q3 

9.8 

MM 

-2,6 

4.7 

32.8 

66.9 
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8.6 

-1.5 

14.6 

4.7 

22.6 

49.1 

2011:Q1 

2.5.5 

-1.5 

4.4 

3.5 

20.4 
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2011:Q2 

12,2 

-19.0 

-1.5 

4.7 

3.3 

20.3 

20.0 

2011. 03 

0.3 

0.0 

-1.5 

2.3 

4.1 

18.7 

23.9 

2()11:Q4 

0.1 

0.0 

-0.9 

1.9 

KB 

16.2 

19.6 

2012:Q1 

0.3 

0.0 

-0.9 

1.7 

7.1 

10.4 

2012:Q2 

0.0 

0.0 

-0.9 

1.2 

7.3 

9.8 

2012:Q3 

-0.0 

0.0 

-0.9 

1.2 

2.0 

9.3 

11.6 

2012:Q4 

0.1 

0.0 

-0.7 

0.9 

1.6 

9.9 

11.7 

2013:Q1 

0.3 

0.0 

-0.7 

1.3 

1,6 

9,2 

11.7 

2013:Q2 

0.0 

0.0 

-0,7 

1.2 

1.6 

5.5 

7.7 

2013:Q3 

-0.0 

0.0 

-0.7 

0.6 

1.1 

5.0 

.5.9 

Total 

1  hrough 
2013:Q3‘' 

181.7 

69.0 

28.8 

143.0 

■ 

804.6 

Notes:  a.  Data  on  outlays  and  obligations  are  for  the  last  day  of  each  calendar  quarter, 
b.  Items  may  not  add  to  total  due  to  rounding. 

Source:  Office  of  Management  and  Budget,  Agency  Financial  and  Activity  Reports;  Department  of  the  Treasury, 
Office  of  Ta.\  Analysis  based  on  the  FY2013  Mid-Session  Review, 


Aid  to  Affected  Individuals 

An  expansion  in  unemployment  benefits  offered  significant  aid  to  indi¬ 
viduals.^®  Typically,  American  workers  who  have  lost  their  jobs  are  entitled 
to  26  weeks  of  benefits  under  the  unemployment  insurance  (UI)  program, 
which  tends  to  replace  about  half  of  lost  earnings  and  is  paid  for  entirely  by 
the  states  through  payroll  taxes  levied  on  employers.  In  June  2008,  Congress 
created  the  Emergency  Unemployment  Compensation  (EUC)  program, 
which  provided  an  additional  13  weeks  of  federally  financed  compensation 
in  all  states  to  eligible  individuals  who  had  exhausted  their  UI  benefits.  The 


For  a  comprehensive  discussion  of  the  various  employment  benefits  programs  implemented 
in  recent  years,  see  the  Council  of  Economic  Advisers  and  the  Department  of  Labor  report  The 
economic  benefits  of  extending  unemployment  insurance  (2014). 
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Recovery  Act  extended  and  expanded  the  EUC  program  to  reflect  that  fact 
that  with  jobs  increasingly  scarce  the  optimal  balance  of  unemployment 
insurance  shifted  towards  covering  people  for  a  longer  period  of  time.  It  also 
provided  100  percent  Federal  funding  of  the  pre-existing  Extended  Benefit 
(EB)  program,  which  provides  an  additional  13  or  26  weeks  of  benefits  in 
states  where  unemployment  is  exceptionally  high  and  rising.  (EB  costs  are 
usually  borne  half  by  the  Federal  Government  and  half  by  the  States.) 

'fhe  Recovery  Act  also  added  $25  a  week  to  benefits  and  exempted  the 
first  $2,400  in  yearly  unemployment  benefits  from  taxes.  The  CBO  (2009a) 
estimated  the  total  costs  of  these  changes  to  the  unemployment  compensa¬ 
tion  system  at  $39  billion.  In  addition,  the  Federal  government  offered  states 
incentives  to  modernize  their  UI  programs,  picking  up  the  cost  of  new 
provisions  allowing  workers  to  become  eligible  based  on  recent  earnings 
(rather  than  those  from  the  previous  calendar  year)  and  extending  benefits 
to  part-time  job  seekers. 

The  Recoveiy  Act  provided  a  13  percent  increase  in  SNAP  payments 
and  lifted  several  restrictions  governing  the  length  of  time  that  individuals 
could  collect  food  stamps,  at  an  estimated  cost  of  $20  billion.  For  the  first 
time,  the  Federal  Government  agreed  to  temporarily  pay  65  percent  of 
health  insurance  premiums  for  laid  off  workers  who  wanted  to  continue 
with  their  employer-sponsored  health  insurance.  Other  aid  to  individuals 
included  funds  for  job  training  and  improving  skills  of  the  hard  to  employ 
and  young  workers. 

The  Recovery  Act  devoted  substantially  more  resources  compared 
with  previous  antirecessionary  policies  to  investments  in  education  and 
research  and  development.  The  legislation  increased  the  Pell  Grant  maxi¬ 
mum  by  $500  to  $5,550,  at  an  estimated  cost  of  $17  billion  over  ten  years. 
The  Recover)'  Act  also  boosted  Title  I  aid  and  other  programs  for  disadvan¬ 
taged  children  ($13  billion)  and  funds  for  special  education  ($12  billion). 

State  Fiscal  Relief 

The  Recovery  Act  provided  unprecedented  support  for  State  and  local 
governments,  which  often  face  budget  challenges  in  a  recession  because  their 
revenues  rise  and  fall  with  the  economy,  while  pressures  on  spending,  espe¬ 
cially  on  programs  targeted  to  the  disadvantaged,  tend  to  move  in  the  oppo¬ 
site  direction.  The  result  can  be  budget  shortfalls,  or  gaps  between  expected 
revenues  and  expenditures.  These  gaps  pose  problems  for  state  residents 
already  affected  by  the  downturn,  and  for  the  larger  economy  because  most 
State  and  local  governments  are  generally  bound  by  constitutional  or  statu- 
toiy  requirements  to  balance  their  operating  budgets  each  year.  As  shown 
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by  Poterba  (1994),  states  and  localities  have  to  raise  taxes  or  cut  spending, 
precisely  when  doing  so  can  most  harm  recovery. 

To  dampen  such  counterproductive  tax  increases  or  budget  cuts,  the 
Recovery  Act  boosted  Federal  Medicaid  payments  by  $87  billion,  includ¬ 
ing  a  6.2  percent  across-the-board  increase  in  the  Federal  matching  rate, 
plus  delays  of  a  planned  reimbursement  cut  for  some  states  (based  on 
income  growth  before  the  recession)  and  an  increment  of  aid  linked  to  local 
unemployment  conditions.  It  also  established  a  $53.6  billion  State  Fiscal 
Stabilization  Fund  to  be  administered  by  the  Department  of  Education,  but 
with  some  funds  available  for  other  “high  priority  needs”  such  as  public 
safety.  Unlike  most  previous  increases  in  Federal  grants  to  States  and  locali¬ 
ties  during  a  recession,  these  transfers  were  available  for  general  fiscal  relief 
or  left  to  local  discretion  to  use,  as  long  as  recipients  met  basic  maintenance 
of  effort  or  minimal  spending  requirements. 

Beyond  direct  spending,  the  Recovery  Act  made  new  types  of  borrow¬ 
ing  available  for  State  and  local  governments.  Build  America  Bonds  (BABs) 
allowed  State  and  local  governments  to  access  non-traditional  markets, 
including  pension  funds  and  international  investors  who  would  not  nor¬ 
mally  purchase  U.S.  municipal  bonds  because  they  do  not  owe  U.S.  income 
taxes  and  therefore  do  not  benefit  from  these  bonds’  tax-exempt  status. 
Under  BABs,  State  and  local  issuers  could  offer  higher  taxable  interest  rates 
on  bonds  and  choose  to  make  a  Federal  income  tax  credit  available  to  buy¬ 
ers  or  to  take  a  direct  subsidy  offsetting  35  percent  of  their  borrowing  costs. 
State  and  local  governments  issued  $181  billion  of  Build  America  Bonds 
before  the  program  expired  at  the  end  of  2010.  The  Treasury  Department 
has  estimated  that  this  action  saved  issuers  $20  billion  in  present  value  of 
borrowing  costs  as  well  as  alleviating  supply  pressures  in  the  tax-exempt 
market  (Department  of  the  Treasury  2011). 

Investments 

The  Recovery  Act  made  numerous  investments  in  human  capital, 
clean  energ)',  health  information  technology,  roads,  and  the  skills  of  U.S. 
workers.^^  For  example,  the  Recovery  Act  provided  an  additional  $27.5 
billion  for  highway  construction,  $18  billion  for  public  transit  and  inter- 

CEA  counts  as  public  investment  any  Recover)'  Act  expenditure  or  tax  program  that  directly 
results  in  activity  that  increases  the  capital  stock  of  the  Federal  government,  State  and  local 
governments,  or  private  firms.  We  also  count  provisions  that  affect  the  Nation’s  human 
capital  and  knowledge  capital,  areas  not  measured  in  the  national  income  accounts  but  which 
economists  have  identified  as  crucial  to  generating  long-run  economic  growth.  Note  that  tax 
programs  are  included  if  they  function  similarly  to  direct  spending.  In  other  words,  entities 
can  claim  tax  benefits  only  when  associated  .spending  occurs  (e.g.,  the  Advanced  Energ)’ 
Manufacturing  Tax  Credit). 
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city  passenger  rail,  $10  billion  for  water  infrastructure,  and  $18  billion  for 
government  facilities.  It  also  made  available  $57  billion  for  investment  in 
smarter  grid  technology,  renewable  energy,  and  energ)'  efficiency  improve¬ 
ments  through  a  combination  of  grants,  loans,  and  pilot  programs,  including 
$5  billion  to  help  low-income  households  weatherize  their  homes.  Scientific 
projects  from  the  National  Science  Foundation,  National  Institutes  of 
Health,  NASA,  the  Department  of  Energy,  and  others  received  over  $15 
billion  for  scientific  facilities,  research,  and  instrumentation.  Additionally, 
the  Recover)^  Act  provided  $7  billion  to  expand  broadband  Internet  access 
in  underseiwed  areas  of  the  countr)'.  The  Recoveiy  Act  also  provided  several 
investments  in  health  care  and  health  information  technology,  including  an 
$18  billion  measure  to  encourage  hospitals  and  physicians  to  computerize 
medical  records,  $2  billion  for  Community  Health  Centers,  $1  billion  for 
fighting  preventable  chronic  diseases,  and  $1  billion  for  researching  the 
effectiveness  of  various  medical  treatments.  In  total,  more  than  $100  billion 
of  the  investments — including  some  tax  incentives — were  explicitly  targeted 
at  innovation.^** 

Subsequent  Fiscal  Measures 

Table  3-11  shows  the  total  fiscal  support  provided  by  the 
Administration,  by  fiscal  year,  with  a  brief  description  of  the  main  pro¬ 
grams  for  each  measure.  (These  data  were  summarized  in  Table  3-4.)  All 
measures  use  prospective  CBO  cost  estimates.  These  totals  only  include 
measures  explicitly  designed  to  address  job  creation  and  provide  relief  and 
do  not  include  routine  extensions,  like  so-called  “tax  extenders”  or  the  fix  to 
Medicare’s  Sustainable  Growth  Rate  formula. 

Appendix  2:  Fiscal  Multipliers: 

Theory  and  Empirical  Evidence 

Although  the  multiplier  described  in  the  text  is  simple  and  intuitive, 
it  relies  on  several  unrealistic  assumptions,  and  much  research  in  macro- 
economic  theor)'^  over  the  past  four  decades  has  focused  on  overcoming 
those  conceptual  problems.  For  example,  because  deficit  spending  in  a 
recession  could  be  offset  by  higher  taxes  in  a  boom,  Barro  (1974)  argued  that 
forward-looking  individuals  might  save  much  or  all  of  a  tax  cut  in  anticipa¬ 
tion  of  higher  taxes  later.  Although  the  extreme  version  of  this  argument 
requires  consumers  who  are  unrealistically  liquid  and  prescient,  in  general 
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Fiscal  Support  for  the  F’conomy  Fnactcd  After  the  Recovery  Act 


Source:  Congressional  Budget  Office;  loint  Committee  on  Taxation. 


introducing  forward-looking  behavior  by  consumers  and  firms  planning  for 
the  future  changes  the  dynamics  and  magnitude  of  Keynesian  multipliers. 

Forward-Looking  Models  with  Rigidities 

Many  modern  macroeconomic  models  combine  forward-looking 
behavior  with  some  form  of  slow- moving  prices  or  wages,  sometimes 
called  “New  Keynesian”  models.  In  normal  times,  when  monetaiy  policy  is 
unconstrained  and  interest  rates  can  vary,  these  models  tend  to  imply  fiscal 
expenditure  multipliers  that  are  positive  but  smaller  than  one,  as  shown  for 
instance  by  Cogan  et  al.  (2010)  and  Coenen  et  al.  (2012),  in  part  because  of 
increases  in  the  interest  rate  from  monetar)'  policy  which  partially  offsets  the 
fiscal  expansion. 

The  onset  of  low  interest  rates  has  spurred  considerable  interest  in 
how  these  models  perform  when  monetary  policy  is  constrained  by  the 
zero  lower  bound,  that  is,  when  the  nominal  federal  funds  rate  falls  to 
zero,  as  in  the  recent  recession.  For  instance,  Eggertson  (2001),  Christiano, 
Eichenbaum,  and  Rebelo  (2011)  and  Woodford  (2011)  have  shown  that 
when  nominal  interest  rates  are  near  zero,  government  spending  can  be 
particularly  effective  and  generate  spending  multipliers  that  are  greater 
than  one;  at  the  zero  lower  bound,  expansionary  fiscal  policies  can  increase 
inflation  expectations  and  thereby  reduce  real  interest  rates,  which  spurs 
investment  and  consumption,  and  monetaiy  policy  does  not  counteract 
fiscal  policy.  Coenen  et  al.  (2012)  simulate  the  effect  of  the  Recovery  Act 
spending  in  some  forward-looking  models  with  rigidities,  both  conventional 
models  (such  as  Smets  and  Wouters  (2007))  and  models  augmented  by  the 
zero  lower-bound  effects.  Their  results  show  that  the  standard  models  imply 
a  notable  increase  in  output  for  several  years,  but  with  multipliers  smaller 
than  one,  while  the  models  augmented  by  zero-lower-bound  effects  imply 
multipliers  that  are  much  larger  than  one  over  the  first  few  years. 

The  2007-09  recession  was  unusual  both  because  the  Federal  Reseiwe 
was  at  the  zero  lower  bound  and  because  of  its  severity.  This  severity  raises 
the  specter  of  high  unemployment  and — because  the  path  to  recoveiy  from 
a  deep  shock  is  long — unusually  long  spells  of  unemployment.  Long-term 
unemployment  can  lead  to  deterioration  of  skills  and  to  stigmatization, 
which  makes  finding  employment  even  more  difficult.  For  these  and  other 
reasons,  the  longer  the  spell  of  unemployment,  the  less  likely  is  an  indi¬ 
vidual  to  find  a  job  in  any  given  month,  and  the  more  likely  he  or  she  is  to 
remain  unemployed  or  stop  looking  for  a  job  altogether.  This  can  lead  to 
a  vicious  circle:  persistent  slack  demand  means  many  people  out  of  work 
and  long  spells  of  unemployment,  which  in  turn  reduces  the  chances  of  the 
unemployed  finding  a  job,  which  perpetuates  slack  and  further  lengthens 
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spells.  Because  the  resulting  unemployment  dynamics  depend  on  the  path 
of  unemployment,  not  just  on  its  current  level,  this  phenomenon  is  often 
referred  to  as  “hysteresis”  in  the  rate  of  unemployment. 

The  potential  for  hysteresis  in  unemployment — the  economy  getting 
stuck  at  high  rates  of  unemployment  for  an  extended  period— provides  a 
further  argument  for  activist  fiscal  policy,  and  models  that  build  in  hyster¬ 
esis  effects  can  have  large  and  sustained  multipliers  (see  for  example  Phelps 
1972,  Blanchard  and  Summers  1986,  Ball  2009,  and  DeLong  and  Summers 
2012).  Reifschneider,  Wascher,  and  Wilcox  (2013)  stress  the  relevance 
of  these  channels  to  the  current  recoveiy.  Their  research  shows  that  the 
financial  crisis  damaged  the  productive  capacity  of  the  economy,  by  caus¬ 
ing  a  steep  decline  in  capital  accumulation,  lower  productivity  growth,  and 
structural  damages  to  the  labor  market,  and  a  large  portion  of  this  damage  to 
the  productive  capacity  stemmed  from  weak  demand.  These  results  suggest 
that  under  such  conditions  fiscal  policy  can  continue  to  have  a  meaningful 
effect  on  output  with  a  substantial  lag. 

This  recent  work  has  moved  far  beyond  the  basic  multiplier.  It  shows 
that  fiscal  and  monetary  policy  can  influence  each  other  in  substantial  ways. 
While  fiscal  multipliers  might  be  less  than  the  basic  model  suggests  in  mild 
recessions  and  when  monetaiy  policy  is  unconstrained,  they  can  be  large 
when  monetary  policy  is  at  the  zero  lower  bound.  In  addition,  fiscal  expan¬ 
sion  in  a  deep  recession  can  have  additional  long-term  benefits,  and  there¬ 
fore  high  multipliers,  by  shortening  spells  of  unemployment,  minimizing  the 
erosion  of  human  capital,  and  increasing  future  productivity. 

Time  Series  Evidence 

Evaluations  of  fiscal  effects  using  the  structural  models  described 
above  reflect  the  economic  theory  used  to  construct  the  models.  The  reli¬ 
ability  of  the  resulting  estimates  therefore  depends  on  the  reliability  of  the 
underlying  macroeconomic  theory.  A  complementaiy  approach  to  evaluat¬ 
ing  the  effects  of  fiscal  policy  is  instead  to  use  models  that  rely  less  on  eco¬ 
nomic  theory  and  more  on  historical  empirical  evidence. 

I’he  main  challenge  to  credibly  implementing  this  data-driven 
approach  is  using  just  enough  theory,  or  finding  enough  independent  varia¬ 
tion  in  the  data,  to  estimate  the  causal  effect  of  fiscal  policy  on  the  economy: 
simply  noting  that  two  variables  move  together  does  not  establish  causal¬ 
ity.  For  example,  if  Congress  passed  countercyclical  fiscal  policy  whenever 
a  recession  loomed,  a  figure  plotting  the  countercyclical  policy  variable 
and  GDP  growth  would  show  that  countercyclical  policy  occurred  at  the 
beginning  of  recessions.  An  analyst  might  conclude,  incorrectly,  that  this 
policy  caused  the  recession,  when  in  fact  the  policy  was  itself  caused  by  the 
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recognized  onset  of  the  recession.  Analysis  based  on  this  hypothetical  figure 
suffers  from  two  central  problems  in  the  estimation  of  causal  effects  from 
observational  (as  opposed  to  experimental)  data;  simultaneous  causality  (the 
looming  recession  spurred  Congressional  action  and  the  fiscal  policy  poten¬ 
tially  affected  the  course  of  the  economy)  and  the  presence  of  other  omitted, 
confounding  factors  (perhaps  the  Federal  Reserve  moved  countercyclically 
and  it  was  those  actions,  not  Congress’s,  that  muted  the  recession).  The  lat¬ 
ter  problem  of  omitted  variables  can  be  partially  addressed  using  multiple 
regression  methods,  but  the  problem  of  simultaneous  causality  requires 
other  approaches,  and  relying  on  simple  plots  or  multiple  regression  can 
lead  to  misleading  results.^®  Because  such  plots  or  regressions  are  uninfor¬ 
mative,  a  vast  literature  developed  over  the  past  four  decades  uses  more 
sophisticated  methods  to  estimate  causal  effects  in  general  and  the  effect  of 
fiscal  policy  in  particular. 

Evaluation  of  the  effects  of  fiscal  policy  in  general,  and  the  Recovery 
Act  in  particular,  faces  several  additional  challenges.  First,  the  effect  of  activ¬ 
ist  fiscal  policy  must  be  disentangled  from  the  automatic  stabilizers  built  into 
the  tax  and  safety  net  system.  Second,  the  effect  of  fiscal  policy  unfolds  over 
time,  so  there  is  not  a  single  causal  effect  but  rather  a  sequence  of  dynamic 
causal  effects,  including  long-lasting  effects  of  investment  on  productivity 
that  could  last  for  many  years.  Third,  different  fiscal  policy  instruments 
(expenditures,  taxes,  transfers)  will  in  general  have  different  effects.  Fourth, 
as  discussed  above,  theoiy  suggests  that  the  effect  of  fiscal  policy  could 
depend  on  the  economic  environment,  and  in  particular  could  depend  both 
on  the  severity  of  the  recession  and  on  the  reaction  of  monetary  policy. 

A  vast  body  of  empirical  literature  now  employs  time-series  data  to 
estimate  the  macroeconomic  effect  of  fiscal  policy.  Broadly  speaking,  this 

I'lic  multiple  regression  analysis  in  Taylor  (201 1),  which  estimates  the  effect  of  fiscal 
policy  in  the  20()0s,  addresses  in  part  the  problem  of  omitted  variables  but  not  the  problem 
of  simultaneous  causality.  Taylor  measures  the  direct  impact  of  fiscal  policy  on  income  by 
the  component  of  disposable  income  due  to  countercyclical  fiscal  policy  from  2009-based  on 
the  2001, 2008,  and  Recovery  Act  fiscal  programs.  'I'he  level  of  quarterly  consumption  is  then 
regressed  on  contemporaneous  values  of  on  personal  income,  the  fiscal  policy  measure,  wealth, 
and  oil  prices.  Thus  this  regression  controls  for  the  separate  effects  of  oil  price  movements, 
in  case  they  co-move  with  fiscal  policy.  As  observed  in  the  text,  however,  the  sign  and 
magnitude  of  the  coefficient  on  fiscal  policy  is  ambiguous  a-priori  because  of  simultaneous 
causality;  it  could  be  positive,  zero,  or  negative.  As  it  turns  out,  the  coefficient  is  positive  but 
small,  a  finding  that  is  consistent  with  fiscal  policy  having  a  large  positive  effect  which,  in 
the  regression,  is  offset  by  the  fact  that  Congress  passed  it  in  a  recession,  or  with  fiscal  policy 
having  little  effect.  Because  of  simultaneous  causality,  this  regression  analysis,  like  its  graphical 
equivalent,  sheds  little  light  on  the  question  of  the  effect  of  fiscal  policy. 

rhe  field  of  the  econometric  estimation  of  causal  effects  has  seen  tremendous  advances  in 
both  methods  and  applications;  for  a  review  see  Angrist  and  Pischke  (2010),  Sims  (2010),  and 
Slock  (2010).  For  additional  methodological  discussion  of  simultaneous  causality,  see  Slock 
and  Watson  (2010,  Chapters  9  and  12). 
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literature  uses  two  different  approaches  to  isolate  (to  “identify”)  the  effect 
of  fiscal  policy.  The  first  is  to  impose  a  minimal  amount  of  structure  on 
an  otherwise  unrestricted  time  series  model,  typically  a  so-called  structural 
vector  autoregression.  In  an  influential  contribution,  Blanchard  and  Perotti 
(2002)  assume  that,  because  of  implementation  lags  and  limitations  on  the 
information  considered  by  policymakers,  fiscal  policy  does  not  respond 
immediately  to  other  economic  shocks.  Under  this  assumption,  any  unpre¬ 
dicted  movements  in  the  fiscal  variable  (that  is,  movements  that  differ  from 
what  standard  fiscal  policy  would  have  suggested)  are  unrelated  to  contem¬ 
poraneous  economic  shocks,  so  the  effect  of  fiscal  policy  can  be  estimated 
by  tracing  out  the  effect  of  those  unpredicted  movements  on  output  and 
employment.  Using  this  approach,  Blanchard  and  Perotti  (2002)  estimate 
the  government  spending  multiplier  on  GDP  to  be  in  the  range  0.9  to  1.2. 
Ramey  (201  lb)  reviews  the  large  body  of  research  that  uses  structural  vector 
autoregressions  to  build  on  this  approach  to  identifying  the  effects  of  fiscal 
shocks.  The  common  theme  of  this  work  is  using  a  component  of  fiscal 
policy— in  Blanchard-Perotti  (2002),  the  unpredictable  component— which 
is  “as-if  random”  in  the  sense  that  it  is  unrelated  to  other  economic  shocks. 

A  second  approach  to  identifying  the  effect  of  fiscal  policy  is  to  exploit 
external  information,  such  as  institutional  or  historical  knowledge,  to  find 
changes  in  fiscal  policy  that  are  in  effect  random  (that  is,  independent  of 
macroeconomic  conditions),  which  can  in  turn  be  used  to  trace  out  the  fis¬ 
cal  effect.  Because  this  information  falls  outside  the  time  series  model  being 
estimated,  this  approach  is  called  the  method  of  external  instruments.  In 
this  vein,  Ramey  and  Shapiro  (1998)  and  Ramey  (2011a)  use  expenditures 
on  wars  and  military  buildups,  arguing  that  they  are  determined  by  interna¬ 
tional  and  political,  not  economic,  considerations.  These  authors  estimate 
GDP  multipliers  in  the  range  of  0.6  and  1.2.  Romer  and  Romer  (2010), 
instead,  use  narrative  evidence  from  Presidential  and  Congressional  records 
and  similar  documents  to  identify  tax  changes  that  were  not  implemented 
in  response  to  current  or  forecasted  economic  conditions.  They  find  that  the 
identified  tax  cuts  have  a  sustained  and  large  effect  on  output,  with  multipli¬ 
ers  as  high  as  3.  Mertens  and  Ravn  (2012)  use  Romer  and  Romer’s  (2010) 
narrative  to  distinguish  between  the  effects  of  anticipated  and  unanticipated 
tax  changes  and,  surprisingly  and  in  contrast  to  Ramey  (2011a),  find  little 
difference  in  the  two  effects.  Additional  recent  contributions  include  Favero 
and  Giavazzi  (2012)  and  Mertens  and  Ravn  (2013).  Estimates  of  fiscal  policy 
effects  obtained  using  this  so-called  method  of  external  instruments  are 
reviewed  in  Ramey  (201  lb)  and  Stock  and  Watson  (2012). 

The  foregoing  time  series  estimates  are  predicated  upon  fiscal  mul¬ 
tipliers  having  the  same  size  in  booms  and  in  recessions.  Recent  work  by 
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Auerbach  and  Gorodnichenko  (2012)  suggests  that  while  the  spending 
multiplier  can  be  relatively  small  during  expansions,  it  can  be  much  greater 
than  one  during  recessions.  These  results  are  consistent  with  conventional 
models  in  recessions,  but  with  neoclassical  ones  in  booms,  and  suggest  that 
multipliers  obtained  also  using  fiscal  policy  changes  that  happen  in  booms 
(such  as  the  military  buildup  used  by  Ramey  and  Shapiro  (1998)  and  Ramey 
(201  la)  to  identify  fiscal  shocks)  could  underestimate  the  effect  of  the  poli¬ 
cies  in  recessions. 

Finally,  a  different  approach  is  to  use  consumer-level  microeconomic 
data  on  specific  policy  events,  as  highlighted  by  Parker  (2011).  For  instance, 
looking  at  the  2001  and  2008  tax  rebates,  which  reached  recipients  in  dif¬ 
ferent  months,  Johnson,  Parker,  and  Souleles  (2006)  and  Parker,  Souleles, 
Johnson,  and  McClelland  (2011)  show  that  a  sizable  fraction  of  the  rebate 
was  spent,  especially  by  lower  income  or  liquidity  constrained  households. 
'Fheir  results  indicate  that  income  transfers  can  be  an  effective  way  to  raise 
consumption  in  the  short  run.  'Phis  approach  has  the  advantage  of  directly 
estimating  consumption  effects,  although  it  does  not  capture  the  full 
dynamic,  indirect  response  of  the  economy  to  the  fiscal  shock. 

Cross-Sectional  Multipliers 

In  addition  to  the  works  on  the  Recover)'^  Act  cited  in  the  cross¬ 
state  evidence  section,  recent  work  has  also  exploited  other  sources  of 
cross-sectional  variation  in  government  spending  to  estimate  the  size  of 
the  fiscal  multiplier.  For  instance,  looking  at  the  effects  of  windfall  returns 
on  pension  funds,  Shoag  (2013)  estimated  a  local  output  multiplier  of  2.1. 
Suarez,  Serrato,  and  Wingender  (2011)  reached  a  similar  conclusion  using 
on  changes  in  Federal  transfers  due  to  the  decennial  census.  Nakamura  and 
Steinsson  (2011)  detected  a  1 .5  local  multiplier  based  on  regional  differences 
in  Federal  defense  spending. 

Table  3-12  summarizes  the  fiscal  multipliers  implied  by  the  economic 
literature  on  state-level  effects  of  fiscal  policies. 
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Table  3- 12 

Summary  of  Cross-Sectional  Fiscal  Multiplier  Estimates 


Study 

Source  ol  Variation 

Regional  Multiplier 

Cost  per  )ob 

Chodorow- Reich  et  al. 

(2011) 

Formulaic  spending  in  American 
Recovery  and  Reinvestment  Act 
of 2009 

2,1 

526,000 

Wilson  (2011) 

Formulaic  spending  in  American 
Recovery  and  Reinvestment  Act 
of 2009  ' 

5125,000 

Suarez  Serrato  and 
Wingender  (2011) 

Impact  of  decennial  census  on 
Federal  transfers 

1.9 

5.50,000 

Shoag  (2010) 

Windfall  returns  on  pension 
inxestiiients 

2.1 

535,000 

Nakamura  and  Steinsson 
(2011) 

Regional  distribution  of  changes 
in  defense  spending 

1.5 

_ 

Source:  Konier  (2012). 


CHAPTER  4 

RECENT  TRENDS  IN  HEALTH 
CARE  COSTS,  THEIR  IMPACT  ON 
THE  ECONOMY,  AND  THE  ROLE 
OF  THE  AFFORDABLE  CARE  ACT 

Dramatic  progress  is  being  made  in  addressing  one  of  the  enduring 
problems  of  the  U.S.  health  care  system:  the  fact  that  millions  of 
Americans  lack  access  to  quality,  affordable  health  insurance.  Since  January 
1,  the  Affordable  Care  Act  (ACA)  has  extended  coverage  to  millions  of 
Americans,  and  the  Congressional  Budget  Office  (CBO)  estimates  that,  by 
2016,  the  ACA  will  reduce  the  number  of  people  without  health  insurance 
by  25  million  (CBO  2014).  If  all  states  elect  to  take  up  the  ACA’s  Medicaid 
expansion,  the  ACA  will  reduce  the  number  of  people  without  health  insur¬ 
ance  even  further. 

But  the  U.S.  health  care  system  also  faces  another  enduring  challenge: 
decades  of  rapid  growth  in  health  care  spending.  While  much  of  this  his¬ 
torical  increase  reflects  the  development  of  new  treatments  that  have  greatly 
improved  health  and  well-being  (Cutler  2004),  most  agree  that  the  system 
suffers  from  serious  inefficiencies  that  hike  costs  and  reduce  the  quality 
of  care  that  patients  receive.  Another  key  goal  of  the  ACA  was  to  begin 
wringing  these  inefficiencies  out  of  the  health  care  system,  simultaneously 
reducing  the  growth  of  health  care  spending — and  its  burden  on  families, 
employers,  and  State  and  Federal  budgets — and  increasing  the  quality  of  the 
care  delivered. 

This  chapter  analyzes  recent  trends  in  U.S.  health  care  costs  and 
documents  a  dramatic  slowdown  in  recent  years.  According  to  the  final  data 
on  national  health  expenditures,  real  per-capita  health  spending  grew  at  an 
average  annual  rate  of  just  1.1  percent  from  2010  to  2012.  Preliminaiy  data 
as  well  as  projections  by  the  Office  of  the  Actuary  at  the  Centers  for  Medicare 
and  Medicaid  Services  (CMS)  imply  this  slow  growth  continued  in  2013,  and 
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the  CMS  projections  show  real  per-capita  health  spending  growth  averaging 
just  1.2  percent  over  the  three  years  since  2010.  These  spending  growth  rates 
are  the  lowest  rates  on  record  for  any  two-  and  three-year  periods,  and  less 
than  one-third  the  long-term  historical  average  of  4.6  percent  that  stretches 
back  to  1960.  Moreover,  they  have  occurred  at  a  time  when  the  aging  of  the 
population  would  have  been  expected  to  modestly  increase  the  growth  rate 
of  health  care  spending. 

'I'he  historically  slow  growth  in  health  costs  has  appeared  not  only  in 
health  care  spending,  but  also  in  the  prices  paid  for  health  care  goods  and 
services.  Measured  using  personal  consumption  expenditure  price  indices, 
health  care  inflation  is  currently  running  at  around  1  percent  on  a  year-over¬ 
year  basis,  a  level  not  seen  since  1963.  Health  care  inflation  measured  using 
the  consumer  price  index  (CPI)  for  medical  care  is  at  levels  not  seen  since 
1972.  Health  care  inflation  measured  relative  to  general  price  inflation  is  also 
unusually  low  in  historical  terms. 

An  important  question  is  what  has  caused  these  trends  and  whether 
they  are  likely  to  persist  in  the  years  ahead.  Although  the  slowdown  is  not  yet 
fully  understood,  the  evidence  available  to  date  supports  several  conclusions 
about  its  causes  and  the  role  of  the  Affordable  Care  Act. 

The  2007-09  recession  and  its  aftermath  have  likely  played  some  role 
in  the  recent  slowdown  in  health  costs,  and  this  portion  of  the  slowdown  is 
likely  to  fade  as  the  economic  recovery  continues.  However,  several  pieces 
of  evidence  imply  that  the  slowdown  in  health  care  cost  growth  is  more  than 
just  an  artifact  of  the  2007-09  recession;  something  has  changed.  The  fact 
that  the  health  cost  slowdown  has  persisted  even  as  the  economy  is  recov¬ 
ering;  the  fact  that  it  is  reflected  in  health  care  prices,  not  just  utilization; 
and,  the  fact  that  it  has  also  shown  up  in  Medicare,  which  is  more  insulated 
from  economic  trends,  all  imply  that  the  current  slowdown  is  the  result  of 
more  than  just  the  recession  and  its  aftermath.  Rather,  much  of  the  slow¬ 
down  appears  to  reflect  “structural”  changes  in  the  U.S.  health  care  system, 
suggesting  that  at  least  part  of  this  trend— although  it  is  uncertain  how 
much — is  likely  to  persist.  This  conclusion  is  consistent  with  a  substantial 
body  of  recent  research  that  seeks  to  quantify  the  recession’s  contribution  to 
the  slowdown  and  has  found  that  the  recession  alone  cannot  explain  recent 
trends. 

While  various  non-recession  factors  unrelated  to  the  ACA  appear  to 
be  contributing  to  the  recent  slow  groMh  in  spending— including  a  long¬ 
term  decline  in  the  development  of  new  prescription  drugs  and  a  long-term 
increase  in  cost-sharing  in  employer  sponsored  plans— the  ACA  is  also 
playing  a  meaningful  role.  For  example,  by  curtailing  excessive  Medicare 
payments  to  private  insurers  and  medical  providers,  the  law  has  contributed 
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to  the  recent  slow  growth  in  health  care  prices  and  spending,  reducing  health 
care  price  inflation  by  an  estimated  0.2  percentage  points  each  year  since 
2010. 

The  ACA’s  measures  to  reduce  costs  and  improve  quality  by  improv¬ 
ing  the  payment  incentives  faced  by  medical  providers  also  appear  to  be 
beginning  to  bear  fruit.  For  example,  hospital  readmission  rates  have  turned 
sharply  lower  since  the  ACA  began  penalizing  hospitals  that  readmit  a  larger 
number  of  patients  soon  after  discharge.  Similarly,  the  ACA  has  substantially 
increased  health  care  provider  participation  in  payment  models  designed  to 
promote  high-quality,  integrated  care.  These  are  hopeful  signs  and  provide 
reason  to  believe  that,  as  the  ACA’s  payment  reforms  continue  to  take  effect 
over  the  coming  years,  they  will  make  an  important  contribution  to  extend¬ 
ing  the  recent  slowdown. 

An  emerging  literature  also  suggests  that  the  ACA’s  payment  reforms, 
which  operate  primarily  through  Medicare  (and,  to  a  lesser  extent,  through 
Medicaid),  may  generate  “spillover”  benefits  throughout  the  health  system. 
This  literature  finds  that  when  Medicare  reduces  payments  to  medical  pro¬ 
viders,  private  payers  tend  to  follow  suit,  and  also  finds  that  the  same  is  true 
for  changes  to  the  structure  of  how  Medicare  pays  providers.  Some  recent 
evidence  also  suggests  that  changes  in  payment  structures  by  one  insurer 
may  benefit  patients  covered  by  other  insurers,  even  if  those  other  insurers 
do  not  adopt  the  new  payment  structures.  One  possibility  is  that  changes 
by  one  insurer  induce  changes  in  providers’  “practice  styles”  that  affect  all 
patients  that  providers  see.  This  evidence  suggests  that  the  ACA’s  reforms  to 
the  Medicare  payment  system  may  be,  in  economic  terms,  “public  goods.” 

The  presence  of  spillover  benefits  would  imply  that  the  contribution 
of  the  ACA  to  the  recent  slowdown  in  health  costs  growth  is  considerably 
larger  than  previously  understood.  As  noted  above,  ACA  provisions  that 
curb  excessive  Medicare  payments  to  private  insurers  and  medical  providers 
have  directly  reduced  health  care  price  inflation  by  an  estimated  0.2  percent 
a  year  since  2010.  A  calculation  accounting  for  spillovers  raises  this  estimate 
to  0.5  percent  a  year — a  substantial  share  of  the  recent  slowdown  in  health 
care  price  inflation. 

This  chapter  concludes  with  a  consideration  of  the  economic  benefits 
of  a  sustained  slowdown  in  health  care  costs.  Over  the  long  run,  slower 
growth  in  health  care  spending  that  is  achieved  without  compromising  the 
quality  of  care  will  raise  living  standards.  These  gains  may  be  substantial.  If 
even  just  one-third  of  the  recent  slowdown  in  spending  can  be  sustained, 
health  care  spending  a  decade  from  now  will  be  about  $1,200  per  person 
lower  than  if  growth  returned  to  its  2000-07  trend,  the  lion’s  share  of  which 
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will  accrue  to  workers  as  higher  wages  and  to  Federal  and  State  governments 
as  lower  costs. 

Recent  Congressional  Budget  Office  estimates  offer  a  concrete  illus¬ 
tration  of  the  potential  for  improvements  in  the  Federal  fiscal  outlook.  Since 
August  2010,  CBO  has  reduced  its  projections  of  combined  Medicare  and 
Medicaid  spending  in  2020  hy  $168  billion  and  0.5  percent  of  gross  domestic 
product  (GDP).  The  $168  billion  reduction  represents  a  13  percent  reduc¬ 
tion  in  previously  projected  spending  on  these  programs  and  primarily 
reflects  the  recent  slow  growth  in  health  care  spending.  These  revisions  are, 
however,  distinct  from  the  deficit  reduction  directly  attributable  to  the  ACA, 
which  CBO  estimates  will  be  substantial.  Due  in  large  part  to  the  ACA’s 
role  in  slowing  the  growth  of  health  care  spending,  CBO  estimates  that  the 
provisions  of  the  ACA  will  directly  reduce  deficits  by  about  $100  billion  over 
the  coming  decade  and  by  an  average  of  0.5  percent  of  GDP  a  year  over  the 
following  decade. 

Slower  growth  in  long-term  health  spending  also  reduces  employers’ 
compensation  costs  in  the  short  run,  increasing  firms’  incentives  to  hire 
additional  workers.  This  chapter  surveys  the  available  evidence  on  the  likely 
effects  on  employment  to  conclude  that  short-run  employment  gains  could 
be  substantial,  although  the  magnitude  of  these  gains  is  quite  uncertain. 

This  chapter  proceeds  as  follows.  The  first  section  quantifies  the 
recent  slowdown  in  health  care  costs.  The  second  section  discusses  possible 
factors  behind  the  slowdown  in  costs,  and  also  discusses  the  effects  of  the 
ACA  on  quality  of  care  so  far  and  in  the  future.  The  final  section  discusses 
the  slowdown’s  potential  economic  benefits. 

Recent  Trends  in  Health  Care  Costs 

To  document  the  historically  slow  growth  in  health  care  costs  seen 
in  recent  years,  this  section  uses  the  National  Health  Expenditure  (NHE) 
Accounts,  which  were  recently  updated  by  the  Office  of  the  Actuary^  at  the 
Centers  for  Medicare  and  Medicaid  Services  (CMS)  to  incorporate  data 
through  2012  (Martin  et  al.  2014).  These  data  permit  a  detailed  and  compre¬ 
hensive  look  at  recent  trends  in  the  Nation’s  health  care  spending. 

The  analysis  is  extended  through  2013  using  the  most  recent  NHE 
projections,  which  were  published  by  CMS  in  September  2013  (Cuckler  et 
al.  2013)  and  reflect  Medicare  and  Medicaid  spending  data  and  macroeco¬ 
nomic  data  available  through  June  2013  (CMS  Office  of  the  Actuary  2013).* 

'  The  final  health  spending  growth  rate  for  2012,  as  reported  by  CMS  in  Januar)’  2014,  came 
in  appioximately  0.2  percentage  points  below  what  CMS  had  projected  in  September  2013.  To 
account  for  this  lower  base  in  2012,  this  analysis  uses  CMS’  projections  of  the  2013  growth  rate 
of  health  spending,  not  the  level  of  health  spending. 
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I'able  4- 1 


Real  Per-Capita  NHE  Annual  Growlh  Rates  by  Payer  and  Spending  Category 


Ciategory 

Average  annual  growlh 
from  2010  through... 

Historical  average 
annual  growlh 

2012 

2013 

1960- 

2010 

2000- 

2007 

2007- 

2010 

lolal  national  health  expenditures 

1.1 

1.2 

4.6 

4.0 

1.9 

Major  payers 

(per  enrollee) 

Private  insurance 

0.9 

1.2 

N/A 

mm 

4.1 

Medicare 

-0..^ 

-0.4 

N/A 

2.4 

Medicaid 

-1.6 

-0.1 

N/A 

0.4 

0.3 

Major  calegor 

fes  of  spending 

Hospital  care 

1.6 

1.6 

4.0 

3.2 

Physician  and  clinical  services 

1.7 

1.6 

.3.2 

1.7 

Prescription  drugs 

-1.1 

-1.3 

6.3 

0..S 

Home  health  and  skilled  nursing  care 

0.9 

1.2 

3.0 

2.9 

Note:  Inflation  adjustments  \vere  made  using  the  GDI’  deflator.  Per-enrollee  growth  figures  are  not  available  for 
the  1960-2010  period  because  Medicare  and  Medicaid  did  not  e.xist  in  1960  and  because  CMS  does  not  provide 
enrollment  by  insurance  type  for  years  before  1987. 

Source:  Centers  for  Medicare  and  Medicaid  Services,  National  Health  Expenditure  Accounts  and  National  Health 
Expenditure  Projections;  Bureau  of  Economic  Analysis,  National  Income  and  Product  Accounts;  CEA  calculations.. 


NHE  “tracking”  estimates  constructed  by  the  Altarum  Institute  using  data 
on  health  spending  from  the  Bureau  of  Economic  Analysis  imply  that  final 
estimates  of  NHE  for  2013  will  come  in  veiy  close  to  the  CMS  projection 
(Altarum  2014). 

'fable  4-1  summarizes  recent  trends  in  spending  growth,  and  Figure 
4-1  depicts  these  trends  graphically.  From  2010  through  2012,  the  last  year 
for  which  final  data  are  available,  real  per  capita  national  health  expenditures 
grew  at  an  annual  rate  of  just  1.1  percent,  'fhe  CMS  projections  show  slow 
growth  continuing  through  2013,  with  the  annual  average  real  per-capita 
growth  averaging  just  1.2  percent.  These  slow  growth  rates  since  2010  are 
less  than  one-third  of  the  long-term  historical  average  growth  rate  of  4.6 
percent  and  substantially  below  the  average  growth  rates  recorded  from 
2000-07  and  over  the  three  years  immediately  prior  to  2010.^  These  growth 
rates  since  2010  are,  in  fact,  the  lowest  on  record;  from  1960,  the  first  year  the 
NHE  data  are  available,  through  the  present,  no  other  two-  and  three-year 
periods  saw  lower  growth  rates. 

'fhe  slow  growth  is  reflected  in  all  three  payer  categories  depicted  in 
Figure  4-3,  which  appears  on  page  157.  Real  per  enrollee  spending  growth 

^  'I'he  periods  2000-07  and  2007-10  were  chosen  as  comparison  periods  in  order  to  facilitate  the 
discussion  in  the  next  section  of  the  role  of  the  2007-09  recession  in  driving  recent  trends. 
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Box  4-1:  Two  Measures  of  Growth  in  Health 
Care  Costs:  Spending  and  Prices 

This  report  examines  two  different  measures  of  growth  in  health 
care  costs:  growth  in  the  prices  of  health  care  goods  and  services  and 
growth  in  total  spending  on  health  care  goods  and  services.  These  two 
types  of  data  are  useful  for  answering  different  questions. 

The  growth  in  health  care  prices  tells  us  how  the  amount  of  money 
needed  to  purchase  a  given  amount  of  health  care — a  bypass  surgery,  a 
doctor’s  visit,  or  a  tablet  of  aspirin — is  changing  over  time.  By  contrast, 
the  grow'th  in  health  care  spending  captures  not  only  changes  in  the 
prices  of  health  care  good  or  services  (like  the  price  of  a  doctor’s  visit), 
but  also  changes  in  the  quantity  of  health  care  goods  and  services  con¬ 
sumed  (like  the  number  of  doctor’s  visits  made). 

In  theory,  increases  in  health  care  prices  (above  general  price 
growth)  are  unambiguously  bad  for  consumers  since  they  reduce  the 
amount  of  health  care  a  consumer  can  buy  with  a  given  number  of  (real) 
dollars.  By  contrast,  increases  in  health  care  spending  can  be  good  or 
bad.  If  spending  rises  because  consumers  are  receiving  more  care  and 
that  care  improves  health,  then  spending  increases  are  a  good  thing.  If, 
on  the  other  hand,  spending  rises  because  the  price  of  care  is  rising  or 
because  consumers  are  receiving  additional  care  that  does  not  improve 
health,  then  higher  spending  is  a  bad  thing.  Concern  about  the  long-term 
growth  in  health  care  spending  reflects  a  belief  that  much  of  that  growth 
reflects  higher  prices  or  increased  use  of  low-value  care. 

In  practice,  measuring  changes  in  health  care  prices  is  more  chal¬ 
lenging  than  in  the  idealized  discussion  presented  above.  In  light  of  the 
rapid  technological  change  that  has  been  seen  in  the  health  care  sector, 
comparing  goods  and  services  over  time  can  be  difficult.  For  example, 
an  appendectomy  done  in  1990  and  an  appendectomy  done  in  2010 
might  be  treated  as  the  “same  item”  in  a  health  care  price  index,  but 
it  is  likely  that  the  2010  version  of  the  procedure  reflects  substantial 
improvements  in  surgical  technique  relative  to  its  1990  counterpart, 
improvements  in  quality  that  may  be  important  for  health  outcomes  and 
of  great  value  to  patients.  As  a  result,  simply  knowing  that  the  price  of  an 
appendectomy  has  risen  from  1990  to  2010  is  not  enough  to  determine 
whether  someone  in  need  of  an  appendectomy  was  better  off  in  1990  or 
in  2010;  one  must  somehow  account  for  the  fact  that  the  2010  patient  is 
effectively  purchasing  a  greater  quantity  of  “improved  health”  than  the 
1990  patient. 

Cutler  et  al.  (1998)  document  that  these  measurement  challenges 
are  a  substantial  problem  in  practice.  Focusing  on  care  for  heart  attack 
patients,  the  authors  show  that  mortality  outcomes  for  these  patients 
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have  improved  dramatically  in  ways  not  accounted  for  in  major  price 
indices.  As  a  result,  these  indices  dramatically  overstate  the  extent  to 
which  rising  medical  prices  are  making  people  worse  off  over  time. 

As  a  final  note,  to  the  degree  that  statistical  agencies  have  gotten 
better  at  measuring  quality  improvements  over  time,  long-term  com¬ 
parisons  of  health  care  price  inflation  can  be  misleading.  Indeed,  it  is 
possible  that  some  of  the  long-term  decline  in  health  care  price  inflation 
depicted  in  Figure  4-2  results  from  methodological  improvements  of  this 
kind.  However,  methodological  improvements  of  this  kind  are  unlikely 
to  play  a  substantial  role  over  short  time  periods,  and  they  likely  play 
little  or  no  role  in  explaining  the  sharp  declines  in  health  care  price  infla¬ 
tion  over  the  last  few  years. 


in  private  insurance  over  the  2010-13  period  is  less  than  one-quarter  its  level 
from  2000-07  and  less  than  one-third  its  level  from  2007-10.  The  change  in 
Medicare  spending  growth  has  been  similarly  dramatic,  with  real  growth 
in  per  beneficiary  Medicare  costs  essentially  ceasing  over  this  period.  In 
Medicaid,  the  already  slow  growth  in  real  per  beneficiary  costs  seen  in  recent 
years  has  continued  and  turned  slightly  negative  from  2010  to  2013. 

'fhe  slowdown  is  similarly  broad-based  when  looking  across  spending 
categories.  Real  per  capita  growth  in  spending  on  hospital  care — the  largest 
single  category  of  spending,  accounting  for  almost  one-third  of  total  spend¬ 
ing — is  growing  at  less  than  half  the  long-term  historical  average  rate  and 
more  than  1  percentage  point  slower  than  the  most  recent  historical  period. 
Prescription  drugs  have  seen  particularly  sharp  reductions  in  growth,  with 
spending  actually  shrinking  in  real  per  capita  terms  at  a  1.3  percent  annual 
rate  over  the  last  three  years.  Physician  and  clinical  services  and  home  health 
and  skilled  nursing  care  show  similarly  slow  growth  rates  in  a  historical 
context. 

Panel  A  of  Table  4-2  documents  a  similar  slowdown  in  the  growth 
of  prices  paid  for  health  care  goods  and  services,  which  is  also  depicted 
in  Figure  4-2.  Health  care  inflation,  whether  measured  using  the  personal 
consumption  expenditure  (PCE)  price  indices  or  the  CPI  for  medical  care, 
is  running  at  half  or  less  the  rate  seen  historically,  and  below  the  rates  seen 
over  the  last  decade.  Indeed,  year-over-year  inflation  as  measured  using  PCE 
data  is  currently  running  at  around  1  percent,  a  level  last  seen  in  1963.  The 
recent  behavior  of  the  CPI  for  medical  care  is  similar,  with  recent  months’ 
year-over-year  inflation  rates  reaching  low  levels  not  seen  since  1972. 

It  is  important  to  note  that  this  slow  growth  in  prices  for  health  care 
goods  and  sendees  is  not  simply  a  reflection  of  the  fact  that  the  prices  of  all 
goods  and  services  have  grown  slowly  in  recent  years.  Panel  B  demonstrates 
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ligmc  4-1 

Growth  in  Real  Per  Capita  National  Health  Expenditui-es,  1961-2013 

Aiimial  percent  change 


Note:  Data  lor  2013  is  a  projcclion. 

Source:  Centers  for  Medicare  and  Medicaid  Sen  iccs,  Nationtil  I  letrlth  HxiKiiditnre  Aceonnls; 
Mnreitn  of  Ix'ononiic  Analysis,  National  Income  ;uid  lAodiiet  Aeeoutits;  CdiA  calenlations. 


Fiourc  4-2 

General  and  Health  Care  Price  Inflation,  1960-2013 

12-inonth  percent  change 


Sonree:  Hnrean  of  l  ieonomie  Antrlysis,  Nationtd  Ineoinc  and  Product  Aceounts;('l  :A 
calenlations. 
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Table  4-2 

Recent  Trends  in  Several  Indicators  of  Health  Care  Spending  and  Price  Growth 


.Annual 

Historical  average 

Category 

Fre- 

Ax’ailable 

growl  h. 

annual  groivth 

quency 

through 

ACA- 

1960- 

2000- 

2007- 

present 

ACA 

2007 

ACA 

Panel  A:  Health  care  inflation 


PCF  prices  for  health  care  goods  &  services 

Monthly 

Dec- 13 

1.7 

2.8 

CPI  for  medical  care 

.Monthly 

Dec- 13 

B 

B 

3.5 

Panel  li:  Health  care  inflation  relative  togenerci 

i/  price  inflation 

PCF  prices  for  health  care  goods  &  services 

.Monthly 

Dec- 13 

0.1 

1.7 

1.0 

1.2 

CiPI  for  medical  care 

.Monthly 

Dec- 13 

0.8 

1.7 

1.6 

1.8 

Panel  C:  F.mployer  premiums  for  family  coverage  (adjusted  for  inflation) 

KFF7HRF  r  survey 

Annual 

2013 

4.1 

N/A 

3.0 

mf;ps-  1C 

Annual 

2012 

3.7 

N/A 

3.4 

Panel  I):  PCF  spending  on  health  care  goods  &  services  (adjusted  for  inllation  and  population) 

PCF  spending  for  health  care  goods  &  .services 

.Monthly 

Dec- 13 

B 

B 

1.4 

Note:  For  monthly  data,  end  points  for  periods  starting  or  ending  in  a  listed  year  are  treated  as  occurring  in  )uly 
of  that  year.  Time  periods  listed  as  starting  or  ending  with  the  ACA  start  with  March  2010  for  monthly  scries  and 
2010  for  annual  scries.  PCK  stands  for  personal  consumption  expenditures.  PCF-  for  health  care  goods  and  services 
includes  the  following  categories  of  spending:  health  care,  pharmaceutical  and  other  medical  products,  therapeutic 
appliances  and  equipment,  and  net  health  insurance.  Price  indices  for  these  categories  arc  combined  to  construct  a 
Fisher  index  for  the  aggregate,  and  it  is  growlh  in  this  index  that  is  reported  in  Panel  A  and  Panel  B.  In  Panel  D,  the 
PCIF,  spending  data  arc  adjusted  for  inllation  using  the  general  PCK  deflator  and  BKA’s  population  series.  CPI  stands 
for  consumer  price  index.  Kmploycr  premium  growth  is  adjusted  for  inflation  using  the  Cil)P  deflator.  Because 
MKPS-IC  data  arc  not  available  for  2007,  the  figures  shown  for  that  series  reflect  average  groulh  rates  for  the  period 
2000-2006  and  2006-2010. 

Source:  Bureau  of  Flconomic  Analysis,  National  Income  and  Product  Accounts;  Bureau  of  Labor  Statistics,  Con¬ 
sumer  Price  Index;  Kaiser  Family  Foundation,  F.mployer  Health  Benefits  Survey;  Agency  for  Healthcare  Research 
and  Quality,  Medical  Fxpenditure  Panel  Survey,  Insurance  Component;  CliA  calculations. 


that  health  care  inflation  relative  to  general  price  inflation  has  also  been 
unusually  low  over  the  last  few  years. 

Panel  C  of  Table  4-2  examines  trends  in  employer  premiums,  as 
documented  in  two  major  sur\'eys  of  employers.  In  both  surveys,  premium 
growth  rates  are  more  than  2.5  percentage  points  below  the  2000-07  trend. 
Panel  D  tracks  real  per  capita  consumption  spending  for  health  care  goods 
and  sendees,  based  on  data  from  the  Bureau  of  Economic  Analysis.  By  this 
measure,  spending  growth  is  running  at  about  half  the  rate  seen  in  the  first 
portion  of  the  last  decade,  and  even  farther  below  its  longer-term  histori¬ 
cal  average.  While  these  series  do  suggest  that  growth  may  have  increased 
slightly  since  2010,  they  are  consistent  with  the  other  available  data  in 
showing  that  current  growth  rates  are  veiy  low,  whether  measured  against 
short-term  or  long-term  historical  experience.  In  addition,  premium  growth 
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in  particular  may  not  exactly  track  underlying  cost  trends  on  a  year-to-year 
basis  because  premiums  must  be  set  before  actual  costs  for  the  year  are 
known.  Over  the  long-run,  however,  slower  growth  in  health  costs  will  likely 
be  fully  reflected  in  the  premiums  individuals  and  employers  pay. 

What  is  Happening  Now,  and 
What  Will  Happen  Next? 

A  natural — and  important — question  becomes:  What  is  driving  the 
recent  slow  growth  in  health  care  costs?  The  answer  to  this  question  can 
shed  light  on  whether  the  current  slow  grow'th  will  last,  and  what  policies 
could  help  make  that  occur.  Indeed,  slowdowns  can  be  temporary;  the  early- 
and  mid-1990s  also  saw  several  years  of  slow  growth  in  health  care  costs,  but 
costs  accelerated  once  again  in  the  late  1990s  and  early  2000s. 

While  final  conclusions  about  the  causes  of  the  recent  slow  growth 
and  its  persistence  await  additional  data  and  analysis,  some  conclusions 
are  possible  with  the  data  currently  available.  Most  importantly,  the  recent 
slow  growth  does  not  appear  to  be  the  result  of  idiosyncratic  factors  affect¬ 
ing  a  single  category  of  spending  or  a  particular  payer.  As  documented  in 
fable  4-1,  the  slowdown  has  affected  all  major  payers  and  each  of  the  major 
categories  of  spending.  The  search  for  explanations  must,  therefore,  look  for 
factors  affecting  behavior  system-wide.  The  first  part  of  this  section  exam¬ 
ines  the  role  of  the  2007-09  recession,  the  second  part  discusses  potential 
non-ACA,  non-recession  explanations  for  the  recent  slow  growth,  and  the 
third  part  considers  the  role  of  the  Affordable  Care  Act,  both  to  date  and  in 
the  future. 

The  Role  of  the  2007-09  Recession 

Some  have  identified  the  2007-09  recession  and  its  aftermath  as  a 
potential  driver  of  system-wide  changes.  For  example,  job  losses  may  have 
caused  reductions  in  insurance  coverage  that  curtailed  access  to  health  care, 
or  the  accompanying  falls  in  families’  disposable  incomes  could  have  forced 
households  to  prioritize  other  needs  over  medical  care.  Alternatively,  dis¬ 
ruptions  in  financial  markets  could  have  depleted  providers’  cash  resen^es 
or  reduced  their  ability  to  borrow  in  order  to  invest  in  new  equipment  or 
facilities,  leading  to  lower  utilization  in  subsequent  years.’  If  the  recession 

■’  The  NHE  data  do  show  a  ven’  sharp  reduction  in  investment  in  equipment  and  structures 
in  the  health  care  sector  over  2009  and  2010  of  about  12  percent  in  real  per  capita  terms.  It 
is  worth  noting,  however,  that  this  contraction  followed  two  years  of  ver)’  strong  investment 
growth.  Moreover,  even  as  financial  conditions  have  normalized,  investment  has  remained 
subdued,  suggesting  that  providers  do  not  view  themselves  as  having  incurred  a  substantial 
investment  deficit,  nor  suggesting  an  imminent  investment-driven  rebound  in  health  care  cost 
growth. 
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Ingurc  4-3 

Growth  in  Real  Per  Enrollee  Health  Spending  by  Payer 

A\cra«c  annual  pcrccnl  change 


Private  Insunuicc  Medicare  Medicaid 


Notes:  I'igurcs  for  2013  are  projections. 

Source:  ('enters  for  Medicare  ;uid  Medicaid  Sen  ices;  Hiircau  ol  liconoinic  .Analysis,  National  Income 
and  l’r(xlnclAccounts;(3i.\  calculations. 


were  the  primary  driver  of  the  current  slow  growth  in  health  spending,  then 
growth  would  likely  return  to  its  earlier  rapid  rate  as  the  economic  recovery 
continues. 

Three  features  of  the  recent  slow  growth  in  health  care  costs  are 
inconsistent  with  the  theoiy  that  this  slow  growth  results  only  from  the 
recession,  suggesting  that  a  substantial  portion  of  the  recent  slowdown  is 
“structural”  and  likely  to  persist.  First,  and  most  simply,  the  slowdown  has 
now  persisted  well  beyond  the  end  of  the  recession.  The  Great  Recession 
began  in  December  2007  and  concluded  by  June  2009.  Since  that  time,  the 
economy  has  recorded  four  years  of  steady  groAMh.  Yet,  as  shown  in  Table 
4-1  and  Figure  4-3,  health  spending  growth  has  remained  subdued  relative 
to  the  years  during  and  immediately  following  the  recession.  While  the 
economy  may  affect  health  spending  with  a  lag,  if  the  recession  were  the 
primary  force  driving  the  slowdown,  more  substantial  acceleration  would 
likely  be  visible  by  noAv. 

Second,  as  documented  in  Table  4-1  and  Figure  4-3,  the  sloAvdoAvn 
has  affected  Medicare  in  addition  to  the  private  sector,  a  fact  highlighted 
in  a  recent  analysis  by  CBO  economists  (LeA'ine  and  Buntin  2013).  Because 
seniors  are  generally  more  insulated  from  a  Aveak  labor  market,  this  fact 
undermines  the  notion  that  the  sloAvdoAvn  results  primarily  from  economic 
disruptions  attributable  to  the  recession.  In  addition,  Levine  and  Buntin 

Recent  Trends  in  Health  Care  Costs,  Their  Impact  on  the  Economy,  and  the  Role  of  |  157 

the  Affordable  Care  Act 


find  that  even  those  seniors  who  did  experience  relatively  larger  economic 
disruptions  during  the  recession  did  not  spend  less  on  health  care.  Levine 
and  Buntin  also  document,  using  State-level  data,  that  Medicare  spending 
growth  has  historically  risen  when  unemployment  rises — the  opposite  of 
the  pattern  required  for  the  economic  downturn  to  explain  the  slowdown 
in  cost  growth. 

Third,  the  recent  behavior  of  health  care  inflation  is  difficult  to  square 
with  the  theoiy  that  the  slowdown  is  primarily  a  result  of  the  recession.  As 
documented  in  Table  4-2  and  Figure  4-2,  health  care  inflation  has  deceler¬ 
ated  sharply  of  late,  even  when  measured  relative  to  inflation  in  the  broader 
economy.  While  there  are  a  variety  of  plausible  mechanisms  by  which  the 
recession  could  reduce  the  quantity  of  health  care  services  people  demand, 
and  thus  reduce  total  spending,  it  is  difficult  to  explain  why  a  recession 
should  cause  a  reduction  in  the  growth  rate  of  health  care  prices  relative  to 
price  growth  in  other  sectors  of  the  economy. 

Many  recent  studies  have  also  attempted  to  directly  quantify  the 
role  of  the  recession  in  driving  recent  slow  growth  in  health  care  spending, 
'fhese  analyses,  which  use  a  variety  of  methods,  have  generally  concluded 
that,  while  the  recession  likely  has  depressed  health  care  spending  growth  in 
recent  years,  health  spending  is  low  in  historical  terms  even  after  accounting 
for  the  recession,  and  a  substantial  fraction  of  the  slowdown  likely  reflects 
structural  changes  that  are  likely  to  persist.  The  remainder  of  this  section 
provides  a  review  of  this  growing  literature. 

Chandra,  Holmes,  and  Skinner  (2013)  provide  one  approach  to  evalu¬ 
ating  the  role  of  the  recession.  They  survey  the  available  micro-econometric 
estimates  of  the  effect  of  income  on  the  demand  for  health  care.  Virtually 
all  such  estimates  in  the  existing  literature  are  small,  with  the  largest  cred¬ 
ible  estimates  of  the  income  elasticity  being  the  0.7  estimate  provided  by 
Acemoglu  et  al.  (2013).  Applying  this  upper-bound  estimate  to  the  observed 
slowdown  in  GDP  growth,  they  show  that  the  slow  economic  growth  in 
recent  years  explains  less  than  half  of  the  recent  slow  growth  in  health 
spending.  Although  they  express  some  uncertainty  about  the  future  outlook 
for  health  spending,  they  nevertheless  project  that  a  substantial  fraction  of 
the  slowdown  will  persist,  due  in  part  to  the  potential  of  payment  reforms 
included  in  the  Affordable  Care  Act. 

Ryu  et  al.  (2013)  take  another  approach.  They  examine  the  role  of 
two  specific  mechanisms  by  which  the  recession  could  have  affected  health 

^  The  2013  Economic  Report  of  the  President  undertakes  a  related  analysis  (CEA,  2013).  The 
report  analyzes  changes  in  state-level  unemployment  from  2007-09  to  state-level  health 
spending  growth  over  that  period.  While  that  analysis  finds  that  unemployment  is  associated 
with  lower  health  spending  growth,  the  effect  is  small  and  cannot  explain  a  substantial  fraction 
of  the  recent  downturn  in  health  spending. 
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care  cost  growth:  by  reducing  insurance  coverage  via  job  loss  and  by  causing 
firms  to  offer  their  employees  leaner  health  plans  that  require  greater  cost¬ 
sharing.  Focusing  on  the  period  2009-11,  they  find  that  recent  reductions  in 
spending  growth  are,  if  anything,  larger  among  employed  individuals,  and 
that  increases  in  cost-sharing  can  account  for  only  one-fifth  of  the  slow¬ 
down.  On  the  basis  of  their  results,  they  advise  a  “cautious  optimism  that  the 
slowdown  in  health  spending  may  persist.” 

Another  set  of  studies  evaluates  the  effect  of  the  recession  by  estimat¬ 
ing  the  historical  relationship  between  economic  growth  and  health  spend¬ 
ing  growth  and  using  this  estimated  relationship  to  simulate  how  health 
spending  would  have  evolved  had  the  recession  not  occurred.  Econometric 
time  series  analyses  like  these  have  the  important  advantage  that,  by  virtue 
of  their  nationwide,  aggregate  approach,  they  can  capture  the  effects  of  a 
wide  variety  of  potential  mechanisms  connecting  economic  growth  to  health 
spending  growth.  But  the  nationwide,  aggregate  nature  of  these  analyses 
is  also  a  weakness;  it  can  be  difficult  to  plausibly  control  for  important 
confounding  factors,  and  the  paucity  of  data  (only  about  50  years  of  data, 
or  about  50  total  data  points,  are  available)  can  make  these  analyses  sensi¬ 
tive  to  seemingly  innocuous  changes  in  methodolog)',  as  demonstrated  by 
Chandra,  Holmes,  and  Skinner.  The  current  literature  does  not,  unfortu¬ 
nately,  provide  persuasive  evidence  on  which  econometric  specifications  are 
likely  to  provide  the  most  reliable  results. 

Cutler  and  Sahni  (2013)  estimate  a  model  relating  current  health 
spending  growth  to  a  five-year  average  of  economic  growth.  Based  on 
their  results,  they  estimate  that  spending  growth  in  2011  and  2012  would 
have  been  on  the  low  end  of  the  historical  range  even  accounting  for  the 
recession,  and  that  more  than  half  of  the  slowdown  over  the  longer  period 
2003-12  is  due  to  factors  other  than  the  recession.  They  conclude  that  “fun¬ 
damental  changes”  are  underway  in  the  health  sector,  changes  that  are  not 
attributable  to  the  recession  alone. 

A  contrary^  perspective  comes  from  an  analysis  from  the  Kaiser  Family 
Foundation  and  the  Altarum  Institute  (KFF  and  Altarum  2013).  They  esti¬ 
mate  a  model  relating  current  health  spending  growth  to  economic  growth 
the  current  year  and  each  of  the  prior  five  years  and  general  price  inflation 
in  the  current  year  and  each  of  the  prior  two  years.  On  the  basis  of  their 
estimated  model,  the  authors  conclude  that  most  of  the  slowdown  in  health 
care  spending  from  the  2001-03  period  to  the  2008-12  period  is  attributable 
to  the  macroeconomic  factors,  although  they  still  attribute  23  percent  of  the 
slowdown  to  non-macroeconomic  factors. 

It  is  important  to  note,  however,  that  the  authors’  calculation  applies 
to  the  slowdown  in  nominal  health  spending  growth  over  this  period,  while 
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the  slowdown  in  real  (that  is,  inflation-adjusted)  health  spending  growth  is 
of  greater  economic  interest.  Because  inflation  was,  on  average,  lower  during 
the  2008-12  period  than  during  the  2001-03  period,  the  authors’  approach 
overstates  the  role  of  macroeconomic  factors  in  explaining  the  slowdown 
in  real  spending  growth.  In  addition,  the  authors’  model,  by  virtue  of  its 
relative  complexity,  is  particularly  subject  to  the  shortcomings  of  the  time 
series  approach  described  above.  Indeed,  the  model  estimated  by  KFF  and 
Altarum  has  one  particularly  unusual  feature:  the  effect  of  reduced  economic 
growth  on  health  spending  actually  peaks  four  years  later.  While  not  impos¬ 
sible,  such  lags  seem  implausibly  long. 

Non-ACA  Factors  Affecting  Health  Spending  Growth 

As  discussed  above,  the  recession  does  not  provide  a  full,  or  even 
necessarily  a  major,  explanation  for  the  recent  slow  growth  in  health  spend¬ 
ing.  While  additional  factors  may  be  identified  in  the  future,  two  non-ACA 
factors  have  received  substantial  attention  to  date — although  it  is  important 
to  note  that  at  least  one  non-ACA  factor  is  modestly  increasing  health 
spending  growth. 

The  long-term  trend  toward  increased  patient  cost-sharing  is  one  fac¬ 
tor  that  can  plausibly  explain  why  slow  growth  has  affected  many  different 
categories  of  spending  at  the  same  time  (Cutler  and  Sahni  2013;  Ryu  et  al. 
2013;  Chandra,  Holmes,  and  Skinner  2013).  The  Kaiser  Family  Foundation/ 
Health  Research  and  Educational  Trust  Employer  Health  Benefits  Sur\^ey 
indicates  that  recent  increases  in  cost-sharing  in  employer  plans  have  been 
substantial;  the  typical  deductible  in  an  employer  plan  has  increased  from 
S584  in  2006  to  $1 135  in  2013,  a  70  percent  increase  after  adjusting  for  infla¬ 
tion  (Kaiser  family  Foundation  2013a). 

Some  research  suggests  that  the  observed  increase  in  cost-sharing  is 
having  an  effect.  As  noted  above,  Ryu  et  al.  (2013)  examine  the  importance 
of  increased  cost-sharing  in  the  employer  context  and  conclude  that  it  can 
account  for  20  percent  of  the  reduction  in  growth  over  the  2009- 1 1  period. 
Chandra,  Holmes,  and  Skinner  (2013)  evaluate  the  role  of  increased  cost¬ 
sharing  using  estimates  from  the  literature  of  how  utilization  responds  to 
cost-sharing.  They  conclude  that  cost-sharing  may  have  played  a  larger  role, 
although  the  precision  of  their  estimates  is  limited  by  the  poor  quality  of  the 
available  data  on  recent  changes  in  cost-sharing  and  the  current  incomplete 
understanding  of  how  cost-sharing  affects  utilization. 

While  it  seems  possible  and  perhaps  likely  that  increased  cost-sharing 
is  playing  a  role,  it  cannot  be  the  whole  story.  As  discussed  in  detail  above, 
the  slowdown  in  Medicare  fee-for-service  spending  has  been  even  more 
dramatic  than  the  slowdown  in  the  private  sector,  and  there  have  been  no 
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substantial  changes  to  the  core  Medicare  benefit  design  in  recent  years  that 
parallel  the  changes  seen  in  the  private  sector. 

The  striking  slowdown  in  prescription  drug  spending,  documented  in 
Table  4-1,  also  factors  into  the  slow  growth  trend.  Various  sources  attribute 
this  sharp  drop  in  prescription  drug  spending  to  the  expiration  of  patent 
protection  for  many  important  drugs.  Due  to  a  slowdown  in  the  invention 
of  new  drugs  that  stretches  back  more  than  a  decade,  the  drugs  that  have 
come  off  patent  in  recent  years  are  not  being  replaced  by  more-recently  pat¬ 
ented  drugs.  As  a  result,  the  share  of  prescriptions  accounted  for  by  generic 
drugs— which  typically  cost  much  less — has  increased  sharply,  substantially 
reducing  costs  (Aitken,  Berdnt,  and  Cutler  2009;  Cutler  and  Sahni  2013; 
IMS  2013).  However,  these  changes  in  the  prescription  drug  market  are 
probably  only  making  a  modest  contribution  to  aggregate  trends  in  health 
spending  since  prescription  drugs  account  for4ess  than  10  percent  of  total 
health  spending. 

There  is,  however,  at  least  one  easily  identified  factor  working  against 
the  recent  slowdown:  the  aging  of  the  U.S.  population.  In  recent  decades, 
population  aging  has  made  a  small  positive  contribution  to  the  growth  of 
U.S.  health  spending;  White  (2007)  estimates  that  over  the  period  1970- 
2002,  population  aging  added  about  0.3  percentage  points  to  annual  growth. 
The  contribution  of  population  aging  to  health  care  spending  growth 
appears  to  have  increased  by  a  small  amount  in  recent  years.  Using  data  on 
the  age  distribution  from  the  U.S.  Census  Bureau,  data  on  spending  by  age 
reported  by  Yamamato  (2013),  and  a  methodology  similar  to  that  used  by 
Yamamato,  tbe  CEA  estimates  that  population  aging  added  about  0.5  per¬ 
cent  to  annual  growth  in  health  care  spending  over  the  2000-07  and  2007-10 
periods  and  added  about  0.8  percent  to  growth  over  the  2010-13  period.^ 
'fhese  demographic  headwinds  mean  that  the  slowdown  in  the  growth  of 


^  As  Yamamato  notes,  this  methodolog}’  assumes  that  spending  does  not  change 
discontinuously  at  age  65  when  individuals  transition  to  Medicare.  It  also  does  not  account 
for  differences  in  coverage  mix  by  age  in  the  under-65  population.  It  does  not  appear  that 
accounting  for  these  factors  would  meaningfully  alter  the  results,  but  further  research  in  this 
area  would  be  worthwhile. 
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health  care  costs  for  an  individual  of  any  particular  age  is  actually  slightly 
larger  than  shown  in  Table  4-1.* 

The  Role  of  the  Affordable  Care  Act 

The  evidence  discussed  above  shows  that  the  recession  is  not  the  sole 
cause  of  the  recent  slow  growth  in  health  spending,  and  that  the  other  fac¬ 
tors  identified  to  date  cannot  explain  the  magnitude  or  broad  scope  of  the 
slowdown.  What,  then,  is  the  Affordable  Care  Act’s  role  in  driving  changes 
in  the  Nation’s  health  care  system?  To  be  sure,  the  ACA  is  not  the  sole 
cause  of  the  slowdown.  Health  care  spending  growth  had  slowed  somewhat 
even  before  the  ACA  was  passed  (as  shown  in  Table  4-1),  the  recession  and 
other  changes  in  the  health  system  have  certainly  made  contributions  (as 
discussed  above),  and  many  of  the  ACA’s  reforms  have  yet  to  take  full  effect. 

Nevertheless,  the  ACA’s  reforms  aimed  at  driving  out  waste  and 
improving  quality  are  contributing  in  a  meaningful  way  to  recent  slow 
growth  in  health  costs — including  by  building  on  pre-existing  trends  in 
deliveiy  system  reform  and  initiating  new  ones — and  are  likely  to  make 
larger  contributions  in  the  future.  Recent  economic  research  also  provides 
support  for  the  premise  that  implementing  reforms  in  Medicare  can  reduce 
the  cost  and  improve  the  quality  of  care  system-wide.  This  research  supports 
the  idea  that  the  ACA  will  play  an  important  role  in  slowing  health  care 


*  The  effect  of  changing  demographics  on  per  beneficiar)’  spending  by  particular  payers  may 
differ  from  the  effect  on  the  overall  population.  The  average  age  of  Medicare  beneficiaries  is 
currently  falling  as  the  youngest  baby  boomers  reach  age  65.  Consistent  with  that.  Levine  and 
Buntin  (2013)  estimate  that  changes  in  the  age  mix  of  Medicare  beneficiaries  had  no  effect 
on  per  beneficiar)’  growth  in  Medicare  spending  over  the  2000-07  period,  but  subtracted  0.2 
percentage  points  over  the  2007-10  period.  Calculations  like  those  in  the  main  text  suggest 
that  these  changes  in  age  mix  subtracted  somewhat  more  from  growth,  on  the  order  of  0.4 
percentage  points,  over  the  2010-13  period.  This  represents  a  modest,  but  not  trivial,  share  of 
the  overall  slowdown  in  Medicare  spending  growth. 

In  addition,  changes  in  beneficiar)’  mix  (that  are  not  primarily  attributable  to  the  aging  of  the 
population)  appear  to  have  had  a  larger  effect  on  recent  trends  in  per  beneficiar)’  Medicaid 
spending.  Over  the  period  2000-10,  Medicaid  enrollment  among  children,  parents,  and 
pregnant  women  increased  substantially  more  rapidly  than  did  enrollment  among  elderly  and 
disabled  individuals  (Kaiser  Family  Foundation,  2013b).  The  resulting  change  in  enrollment 
mix  lowered  per  beneficiary  costs  since  non-elderly,  non-disabled  beneficiaries  generally  use 
less  health  care.  Flolahan  and  McMorrow  (2012)  estimate  that  this  change  in  enrollment  mix 
subtracted  1.5  percentage  points  from  the  annual  growth  of  Medicaid  spending  per  beneficiar)’ 
spending  over  the  2000-10  period.  However,  enrollment  data  reported  by  the  Kaiser  Family 
Foundation  suggest  that,  if  anything,  changes  in  enrollment  mix  have  actually  increased  per 
beneficiary  costs  since  2010.  Thus,  adjusting  for  enrollment  mix  would  make  the  slowdown  in 
per  beneficiary  Medicaid  costs  over  the  2010-13  period  more  dramatic  than  shown  in  Table 
4-1. 
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Box  4-2;  How  Will  the  ACA’s  Coverage  Expansion 
Affect  Total  Spending  Growth? 

As  the  Affordable  Care  Act’s  coverage  expansion  takes  effect,  total 
national  health  care  spending  will  likely  grow  at  an  elevated  rate  for  a 
few  years,  reflecting  the  cost  of  covering  an  additional  25  million  people 
(Cuckler  et  al.  2013;  CBO  2014).  This  one-time  increase  in  costs  is  more 
than  justified  by  the  benefits  of  bringing  quality,  affordable  health  insur¬ 
ance  coverage  to  millions  of  Americans  who  lack  this  protection  today. 

So  the  additional  cost  is  neither  a  surprise,  nor  a  cause  for  concern. 

These  increases  in  total  national  health  expenditures  are  also 
not  directly  relevant  for  most  individuals  and  employers,  for  whom 
what  matters  is  how  much  they  are  paying  in  premiums  or  other  costs. 
When  a  previously  uninsured  person  purchases  coverage  through  the 
Marketplace  or  receives  it  through  Medicaid,  that  does  increase  total 
national  health  expenditures,  but  it  has  no  direct  effect  on  costs  for 
someone  who  previously  had  coverage  through  their  employer  or  the 
individual  market. 

Moreover,  one-time  changes  of  this  kind  will  tell  us  nothing  about 
the  underlying  trend  in  health  spending,  and  it  is  this  underlying  trend 
that,  as  discussed  in  Section  3,  will  shape  Americans’  living  standards 
over  the  long  run.  In  addition,  the  ACA’s  Medicare  reforms  are  slated  to 
continue  to  phase  in  over  years  beyond  2014,  and  the  ACA’s  mechanisms 
for  generating  new  innovative  reforms  aimed  at  reducing  costs  and 
improving  quality  are  just  beginning  to  generate  results.  As  a  result, 
the  savings  from  these  and  other  aspects  of  the  ACA  are  likely  to  grow 
substantially  in  the  years  ahead.  This  is  an  important  reason  why  the 
Congressional  Budget  Office  estimates  that  the  extent  to  which  the  ACA 
will  reduce  the  deficit  grows  dramatically  over  time  (CBO  2012b). 

It  is  also  worth  noting  that  the  projected  increase  in  growth  over 
the  next  few  years  is  not  particularly  large.  Even  after  accounting  for 
transient  effects  attributable  to  the  ACA’s  coverage  expansion,  CMS 
projects  that  annual  real  per  capita  growth  in  national  health  expendi¬ 
tures  will-  never  exceed  3.4  percent  over  the  next  decade.  As  shown  in 
Table  4-1,  these  rates  are  below  the  average  growth  rate  recorded  over 
the  2000-07  period  and  far  below  the  longer-term  historical  average. 

cost  growth  over  the  long  term,  but  also  suggests  that  its  provider  payment 
reforms  may  be  having  a  larger-than-anticipated  impact  today. 

Reductions  in  excessive  Medicare  payments  to  providers  and  health 
plans.  The  ACA  has  already  had  one  easily  quantifiable  effect  on  the  nation’s 
health  care  spending:  reducing  excessive  payments  previously  identified  by 
independent  experts  (for  example,  MedPAC  (2009)).  The  original  CBO  cost 
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estimate  for  the  ACA  found  that  its  reforms  to  Medicare  would  save  $17 
billion  in  fiscal  year  2013,  attributable  primarily  to  reductions  in  payments 
to  private  insurers  that  provide  coverage  through  Medicare  Advantage  and 
adjustments  in  annual  updates  to  Medicare  provider  payment  rates  (CBO 
2010a)/  Estimated  savings  of  $17  billion  constitute  about  0.6  percent  of 
national  health  expenditures  in  2013.  Spread  out  over  the  three  years  from 
2010  to  2013,  this  implies  that  the  ACA  alone  accounts  for  a  0.2  percent¬ 
age  point  reduction  in  the  growth  of  national  health  expenditures  over  this 
period,  making  a  meaningful  contribution  to  explaining  the  slow  growth  in 
health  spending  observed  over  these  three  years.  The  analysis  by  Cutler  and 
Sahni  (2013)  reaches  similar  conclusions.  These  reductions  will  continue  to 
phase  in  over  the  years  ahead  and  continue  to  reduce  the  gro\\1;h  of  Medicare 
spending. 

Deployment  of  new  payment  models.  The  ACA  also  includes  many 
reforms  intended  to  identify  and  promote  payment  models  that  encourage 
efficient  care  delivery,  reduce  care  fragmentation,  and  reward  physicians, 
hospitals,  and  others  that  invest  in  providing  high-quality  care  rather  than 
just  a  high  quantity  of  care. 

The  ACA  made  direct  changes  in  Medicare  payment  systems  aimed 
at  achieving  these  goals,  including  creating  the  readmissions  reduction  and 
shared  savings  programs  discussed  in  detail  below  and  various  “value-based” 
purchasing  initiatives  that  tie  provider  reimbursement  to  measures  of  the 
quality  of  the  care  received  by  patients.  The  ACA  also  provided  additional 
financial  assistance  to  states  through  Medicaid  to  establish  health  homes  to 
improve  care  management  for  patients  with  chronic  conditions. 

In  addition,  the  ACA  created  the  Center  for  Medicare  and  Medicaid 
Innovation  (the  “Innovation  Center”)  to  experiment  with  diverse  new  pay¬ 
ment  approaches,  including  bundled  payments,  various  accountable  care 
models,  and  multi-payer  initiatives,  each  of  which  will  be  touched  on  later 
in  this  section.  To  date,  more  than  50,000  health  care  providers  from  across 
eveiy  state  are  participating  in  an  Innovation  Center  initiative.  The  Secretary 
of  Health  and  Human  Services  has  the  authority  to  take  successful  pilots  to 
scale. 

Finally,  through  the  Patient-Centered  Outcomes  Research  Institute, 
the  ACA  is  funding  efforts  to  identify  which  treatments  work — and  for 
which  patients — and  to  identify  strategies  for  translating  that  evidence  into 
practice.  By  giving  providers  the  information  they  need  to  provide  efficient, 

^  This  chapter  also  cites  a  CBO  estimate  of  the  budgetary  effect  of  repealing  the  ACA  from  )uly 
2012,  which  suggests  that  repeal  would  increase  Medicare  spending  in  FY  2013  by  S4  billion, 
a  much  smaller  sum  than  the  $17  billion  cited  here.  However,  as  discussed  in  the  CBO  letter, 
because  it  would  have  been  too  late  to  unwind  some  ACA  provisions  for  FY  2013  and  due  to 
other  effects,  this  estimate  does  not  reflect  the  full  effect  of  the  ACA  in  that  year. 
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high-quality  care,  this  research  initiative  directly  complements  the  ACA’s 
efforts  to  change  provider  incentives. 

The  full  benefits  of  the  initiatives  described  above  will  only  be  realized 
in  the  years  to  come.  However,  the  next  two  subsections  discuss  a  pair  of 
payment  reforms — the  ACA’s  incentives  to  reduce  hospital  readmissions 
and  its  deployment  of  accountable  care  payment  models — that  are  already 
beginning  to  show  results. 

Incentives  to  reduce  hospital  readmissions.  The  ACA  made  impor¬ 
tant  changes  in  how  Medicare’s  hospital  payment  system  treats  hospital 
readmissions — cases  in  which  a  patient  returns  to  the  hospital  soon  after 
being  discharged.  Historically,  nearly  one-in-five  Medicare  patients  were 
readmitted  within  30  days  of  discharge,  and  it  is  commonly  believed  that 
many  of  these  readmissions  result  from  low-quality  care  during  the  ini¬ 
tial  admission  or  poor  planning  for  how  the  patient  will  obtain  care  after 
discharge.  Prior  to  the  ACA  reform,  hospitals  faced  no  financial  incentive 
to  invest  in  activities  aimed  at  reducing  readmissions,  and  could  actually 
be  made  financially  worse  off  by  doing  so  since  they  lose  payment  for  the 
avoided  readmissions.  This  misalignment  of  incentives  likely  both  increased 
costs  and  reduced  quality. 

The  ACA  aims  to  correct  these  incentives  by  penalizing  hospitals  with 
high  readmission  rates  for  patients  with  a  specified  set  of  diagnoses.  Many  of 
the  rules  governing  these  penalties  were  finalized  in  August  2011.  The  penal¬ 
ties  took  effect  at  the  start  of  FY  2013  (October  2012),  but  because  penalties 
for  a  given  fiscal  year  are  based  on  hospitals’  readmission  rates  in  prior  years, 
hospitals’  incentives  to  begin  reducing  readmissions  began  as  soon  as  the 
rules  were  finalized  (or  earlier,  to  the  extent  that  hospitals  anticipated  the 
structure  of  the  payment  rules).®  The  number  of  conditions  included  in  the 
program  and  the  maximum  penalty  amount  will  grow  over  time. 

Figure  4-4  provides  evidence  that  this  readmission  policy  has  begun 
changing  patterns  of  care.  After  having  been  flat  for  several  years,  overall 
30-day  hospital  readmission  rates  for  Medicare  patients  turned  sharply 
lower  soon  after  the  program  rules  were  finalized,  and,  as  of  July  2013,  were 
more  than  one  percentage  points  below  their  average  level  from  2007-11. 
From  Januaiy  2012  through  August  2013,  this  reduction  corresponded  to 
130,000  avoided  readmissions  (CMS,  2013a).  The  sharp  change  in  trend — 
and  its  timing — implies  that  the  readmissions  program  played  an  important 
role  in  causing  these  changes,  although  other  efforts  to  reduce  readmissions 
were  underway  during  this  period  as  well.  Among  those  other  activities  were 
efforts  by  the  Department  of  Health  and  Human  Services  efforts  to  actively 

“  Under  current  program  rules,  a  hospital’s  penalties  in  a  given  fiscal  year  are  based  on  its 
readmission  rate  during  the  three-year  period  that  ended  five  quarters  earlier. 
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l  igurc  4-4 

Medicare  30-Day,  All-Condition  Hospital 
Readmission  Rate,  2007-2013 

Percent  of  patients 


Notes:  Recent  months  are  based  on  preliiniiiiiry  data.  ITie  dotted  blue  lines  depict  the  ran«e  in  w  hich 
the  final  estimates  arc  likely  to  fall. 

Source:  ('enters  for  Mediciire  and  Mediaiid  Ser\  ices.  Office  of  Infonnation  I’rsxiucts  and  Diita 
.\nalylics. 


engage  hospitals  and  community-based  organizations  in  improving  dis¬ 
charge  processes  through  the  Partnership  for  Patients  and  the  Community- 
Based  Care  Transitions  Program  (Gerhardt  et  al.  2013). 

Accountable  care  payment  models.  Another  important  ongoing 
ACA  reform  is  the  creation  of  “accountable  care”  payment  models  through 
the  Medicare  Shared  Savings  Program  and  the  Innovation  Center.  These 
programs  seek  to  realign  provider  incentives  to  encourage  provision  of 
efficient,  high-quality  care.  Under  fee-for-service  payment  systems,  provid¬ 
ers  delivering  more  efficient  care  often  end  up  financially  worse  off  because 
lower  sendee  volume  translates  into  lower  payments  from  Medicare.  In 
addition,  since  provider  payments  were  based  on  sendee  volume,  the  pre- 
ACA  payment  system  gave  providers  no  direct  financial  incentive  to  deliver 
high-quality  care.  Prevailing  fee-for-service  payment  systems  also  pay  each 
provider  separately  without  regard  to  how  sendees  furnished  by  that  pro¬ 
vider  fit  into  the  patient’s  broader  plan  of  care,  and  thus  create  no  incentive 
for  efficient  coordination  of  care  across  providers. 

Under  these  accountable  care  programs,  a  provider  or  group  of  pro¬ 
viders  can  seek  designation  as  an  Accountable  Care  Organization  (ACO). 
ACOs  are  eligible  to  share  in  the  savings  created  when  they  reduce  the  cost 
of  caring  for  patients  assigned  to  them,  which  encourages  providers  to  be 
efficient  in  the  use  of  additional  services.  In  addition,  because  the  ACOs  earn 
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shared  savings  based  on  the  total  costs  of  a  patient’s  care  across  all  providers 
and  not  merely  the  costs  for  any  particular  visit  or  procedure,  ACOs  have 
incentives  to  invest  in  care  coordination  and  avoid  duplication.  Perhaps 
most  important,  ACOs  must  achieve  designated  benchmarks  for  the  quality 
of  care  received  by  their  patients  in  order  to  be  eligible  for  shared  savings, 
which  provides  strong  incentives  to  ensure  that  patients  receive  high-quality 
care. 

Today,  more  than  360  organizations  serving  5.3  million  Medicare 
beneficiaries  have  adopted  the  AGO  model,  and  the  number  of  beneficiaries 
covered  will  likely  grow  in  the  years  ahead.  A  preliminary  evaluation  of  the 
Pioneer  AGO  program  (the  Innovation  Center  AGO  program  for  large  and 
advanced  systems)  found  that  costs  for  beneficiaries  aligned  with  Pioneer 
ACOs  grew  more  slowly  from  2011  to  2012  than  costs  for  similar  beneficia¬ 
ries  not  aligned  with  ACOs  (L&M  Policy  Research,  2013).  The  annual  cost 
savings  for  each  enrollee  aligned  with  a  Pioneer  AGO  in  2012,  the  first  year 
of  the  program,  were  estimated  to  be  at  least  $150,  more  than  1  percent  of 
average  Medicare  spending  per  beneficiary  in  that  year.  In  addition,  overall, 
the  ACOs  performed  better  than  fee-for-seiwice  benchmarks  on  all  quality 
measures  for  which  comparable  data  are  available  (CMS  2013b).  Academic 
research  on  similar  private  models  also  suggests  that  these  payment  models 
can  achieve  their  intended  purpose  of  reducing  costs  while  improving  qual¬ 
ity  (Song  et  al.  2012). 

The  Innovation  Center  is  experimenting  with  related  payment  mod¬ 
els  through  its  Bundled  Payment  for  Care  Improvement  Initiative,  which 
got  underway  in  2013.®  Under  these  models.  Medicare  will  make  a  single 
“bundled”  payment  for  all  services  provided  during  an  “episode”  of  care 
connected  to  a  hospital  stay,  rather  than  paying  separately  for  each  service 
provided  during  that  episode.  In  the  model  using  the  most  comprehensive 
bundle  definition,  this  payment  will  cover  the  hospital  stay,  physician 
services  provided  during  the  stay,  and  post-hospital  care.  The  Innovation 
Center  is  also  testing  models  with  narrower  bundles  covering  only  services 
provided  during  the  hospital  stay  or  only  sendees  provided  after  the  hospital 
stay.  Although  the  details  vary  across  payment  models,  the  bundled  pay¬ 
ment  will  then  be  allocated  across  the  participating  providers  according  to 


’  These  models  build  on  several  earlier  Medicare  demonstration  projects,  with  the  most  similar 
being  the  Acute  Care  Episode  (ACE)  demonstration,  a  much  smaller  demonstration  that 
concluded  in  2013. 
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agreements  among  the  providers  themselves.*”  The  models  are  being  tested 
for  a  set  of  common  types  of  hospital  care  episodes  that  account  for  a  signifi¬ 
cant  fraction  of  all  hospital  stays. 

Much  like  the  accountable  care  payment  models,  these  bundled  pay¬ 
ment  models  encourage  providers  to  be  more  efficient  because  providers 
receive  no  additional  payment  for  providing  additional  services  (if  the 
service  is  included  in  the  bundle).  Similarly,  because  all  providers  involved 
in  an  episode  of  hospital  care  are  jointly  accountable  for  the  total  cost  of  the 
care  episode,  the  bundled  payment  structure  gives  providers  strong  incen¬ 
tives  to  coordinate  their  activities,  with  attendant  benefits  for  efficiency  and 
quality  of  care.  Because  of  this  scope  for  increased  efficiency.  Medicare  can 
(and  does  under  the  models  being  tested)  set  the  bundled  payment  amount 
below  the  total  amount  it  would  pay  under  the  existing  fee-for-service  pay¬ 
ment  systems.  The  efficiency  gains  from  these  sources  could  be  substantial. 
CBO  recently  estimated  that  if  a  bundled  payment  model  that  covered  ser¬ 
vices  provided  during  and  after  the  hospital  stay  and  used  a  5  percent  savings 
target  were  phased  in  nationwide  starting  in  2017,  the  savings  to  Medicare 
would  total  $47  billion  over  10  years  (CBO  2013c). 

Recent  research  on  cross-payer  “spillovers.”  In  evaluating  the  direct 
effects  of  the  ACA’s  Medicare  and  Medicaid  reforms  so  far  and  consider¬ 
ing  their  likely  effects  going  forward,  an  important  question  is  how  these 
reforms  will  influence  the  rest  of  the  health  care  system.  Recent  empirical 
work  in  economics  and  health  policy  strengthens  the  premise  that  reforms 
to  public-sector  health  programs  that  reduce  waste  and  improve  quality  will 
have  spillover  benefits  for  the  private  sector.** 


The  bundled  payment  is  administered  in  different  ways  under  the  different  models.  In 
the  model  covering  only  services  during  the  hospital  stay,  the  bundled  payment  is  paid 
“prospectively”  to  a  single  entity  (e.g.  the  hospital),  which  is  then  responsible  for  paying  the 
other  providers  involved  in  episode.  In  the  other  models,  Medicare  continues  to  pay  providers 
according  to  the  existing  fee-for-service  rules.  If  total  fee-for-service  payments  are  below  tbe 
bundled  payment  amount.  Medicare  pays  the  excess  to  a  designated  provider,  which  distributes 
that  excess  among  the  other  involved  providers.  If  total  fee-for-service  payments  are  above  the 
bundled  payment  amount,  the  reverse  occurs.  In  principle,  the  two  structures  change  provider 
incentives  in  similar  ways. 

"  This  growing  literature  is  contrary  to  the  traditional  view  in  some  health  policy  circles,  which 
held  that  efforts  to  achieve  savings  in  Medicare  (or  Medicaid)  cause  medical  care  providers 
to  increase  the  prices  they  charge  to  private  insurers  in  order  to  recover  the  lost  revenue, 
and.  thus,  reforms  in  Medicare  simply  “shift”  costs  to  the  private  .sector  rather  than  reducing 
them.  The  empirical  support  for  this  view  was  always  inconsistent,  and,  as  argued  by  Dranove 
(1988)  and  Morrissey  (1994),  this  view  has  important  conceptual  shortcomings.  In  particular, 
for  hospitals  to  be  able  to  increa.se  the  prices  charged  to  private  payers  after  a  reduction  in 
Medicare  payment  rates,  they  must  have  been  willingly  charging  a  price  below  what  the  market 
would  bear  prior  to  the  reduction  in  Medicare  rates.  For  a  comprehensive  overshew  of  this 
literature,  particularly  the  older  literature,  see  Hrakt  (2011;  2013). 
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In  particular,  various  recent  studies  suggest  that  efforts  by  Medicare 
to  reduce  excessive  payments  for  particular  services  are  likely  to  generate 
corresponding  savings  for  private  insurers  and  their  enrollees.  Clemens  and 
Gottlieb  (2013)  study  how  the  prices  that  private  insurers  pay  to  physicians 
change  when  Medicare  changes  its  prices,  exploiting  a  natural  experiment 
created  by  regional  differences  in  the  effect  of  earlier  reforms  to  the  way 
Medicare  pays  physicians.  They  find  that  when  Medicare  reduces  the  price 
it  pays  for  sendees,  private  insurers  are  able  to  reduce  the  amount  they  pay 
for  care  by  similar  amounts. 

White  (2013)  and  White  and  Wu  (2013)  undertake  a  similar  analysis 
focused  on  Medicare  payment  to  hospitals  that  exploits  natural  experiments 
created  by  cross-hospital  differences  in  the  effect  of  earlier  Medicare  pay¬ 
ment  changes.  White  (2013)  finds  that  when  Medicare  reduces  its  payment 
rates,  private  payers  reduce  their  payment  rates  by  approximately  77  percent 
of  that  amount.  White  and  Wu  (2013)  find  that  for  each  dollar  of  Medicare 
savings,  private  insurers  realize  additional  savings  of  55  cents. 

The  implications  of  these  estimates  are  striking.  For  example,  the  $17 
billion  in  Medicare  savings  estimated  to  have  been  achieved  in  FY  2013  as 
a  result  of  reducing  excessive  Medicare  payments.  Using  the  same  logic 
applied  previously,  these  estimated  savings  correspond  to  a  0.2  percentage 
point  reduction  in  the  average  growth  of  health  care  prices  over  the  period 
2010-13.  If  just  half  of  these  price  reductions  spilled  over  to  the  rest  of  the 
health  care  system  to  the  extent  estimated  by  White  (2013),  then  the  implied 
reduction  in  health  care  inflation  economy-wide  due  to  these  Medicare 
changes  would  be  about  0.5  percent.'^  In  this  scenario,  the  ACA  would  be 
playing  a  significant  role  in  driving  the  obseiwed  slow  growth  in  health  care 
prices— representing  about  half  of  the  recent  slowdown  in  health  care  infla¬ 
tion  relative  to  general  price  inflation.'^ 

Potentially  even  more  important,  the  work  by  Clemens  and  Gottlieb 
provides  evidence  that  the  benefits  of  the  ACA’s  improvements  to  the 
structure  of  public-sector  payment  systems  may  be  realized  system-wide, 
not  just  among  enrollees  of  those  programs.  Again  focusing  on  Medicare 

The  reductions  in  excessive  payments  to  Medicare  Advantage  plans  are  less  likely  to 
“spill  over”  to  general  private-sector  payment  rates  (although  to  the  extent  they  lead 
MA-participating  insurers  to  negotiate  lower  provider  payment  rates,  such  spillovers  could 
occur  under  certain  models  of  spillovers).  Since  the  Medicare  Advantage  reductions  account 
for  about  half  of  the  estimated  $17  billion  in  payment  reductions  in  2013,  the  calculation  in  the 
text  assumes  that  only  half  of  this  reduction  would  spill  over. 

Of  course,  effect  on  total  spending  may  be  smaller  or  larger  to  the  extent  that  these  price 
changes  induce  changes  in  volume.  Indeed,  the  estimates  of  White  and  Wu,  referenced  above, 
as  well  as  estimates  reported  by  He  and  Mellor  (2012)  suggest  that  volume  changes  will 
generally  work  to  offset  these  price  spillovers.  However,  even  under  the  estimates  of  White  and 
Wu  (2013),  the  savings  to  private  insurers  as  a  result  of  Medicare  changes  would  be  substantial. 
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payment  for  physician  services,  they  show  that  Medicare  payment  changes 
that  increase  payment  for  some  services  and  reduce  payment  for  others  tend 
to  be  matched  by  private  insurers.  Clemens  and  Gottlieb’s  results  provide 
empirical  support  for  the  widely  believed  notion  that  Medicare’s  payment 
structure  seiwes  as  the  “starting  point”  in  negotiations  between  provid¬ 
ers  and  private  insurers  in  many  circumstances,  in  which  case  changes  in 
Medicare  will  reasonably  quickly  get  picked  up  in  the  private  sector  as  well. 
This  evidence  is  consistent  with  historical  experience.  Medicare  introduced 
“prospective”  payment  for  inpatient  sendees  in  the  1980s,  under  which  all 
care  during  an  inpatient  admission  was  covered  via  a  single  payment  deter¬ 
mined  based  on  the  patient’s  diagnosis;  virtually  all  private  insurers  pay 
hospitals  using  this  type  of  system  today. 

Some  recent  evidence  suggests  that  spillover  benefits  from  the  ACA’s 
public-sector  payment  reforms  may  occur  even  if  private  payers  do  not 
directly  adopt  these  payment  models.  McWilliams  et  al.  (2013)  study  the 
Alternative  Quality  Contract  (AQC)— a  contract  similar  to  accountable  care 
payment  structures  currently  being  deployed  by  CMS-that  Blue  Cross  Blue 
Shield  of  Massachusetts  has  been  experimenting  with  since  2009.  Research 
cited  above  (Song  et  al.  2012)  finds  that  the  AQC  reduces  costs  and  improves 
quality  for  patients  whose  care  is  directly  subject  to  the  contract.  The 
research  by  McWilliams  et  al.  finds,  however,  that  patients  associated  with 
AQC-participating  providers  whose  care  was  not  subject  to  the  contract  (in 
this  case.  Medicare  patients)  also  experienced  improvements.  In  this  case, 
the  cost  savings  amounted  to  3.4  percent,  on  average,  and  was  accompanied 
by  improvement  on  some  quality  measures.  The  results  may  arise  because 
providers  adopt  a  single  “practice  style”  for  all  their  patients,  so  that  when 
incentives  from  one  induce  a  provider  to  change  its  approach  in  ways  that 
improve  efficiency  or  quality,  all  patients  seen  by  that  provider  benefit. 

Taken  together,  the  evidence  of  cross-payer  spillovers  reviewed  above 
suggests  that  not  only  are  reforms  to  the  structure  of  the  public-sector  pay¬ 
ment  systems  helpful  in  reducing  costs  and  improving  quality  system-wide, 
but  that  the  public  sector  may  be  essential  to  fully  realizing  the  potential 
for  improvement.  In  economic  terms,  the  presence  of  spillovers  means  that 
payment  system  reforms  are  “public  goods”— investments  that  generate 
benefits  for  many  people  other  than  the  purchaser  and  for  which  the  pur¬ 
chaser  cannot  capture  all  the  resulting  benefits  (Clemens  and  Gottlieb  2013). 
Because  no  individual  investor  captures  the  full  benefits  of  investment  in 
public  goods,  the  private  market  generates  too  few  of  them.  As  with  other 
public  goods,  one  solution  to  the  underinvestment  is  for  the  government  to 
invest  directly,  in  this  case  by  implementing  reforms  through  Medicare  and 
Medicaid. 
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Recognizing  the  importance  of  other  payers’  decisions  in  determin¬ 
ing  providers’  response  to  new  payment  arrangements,  CMS  has  launched 
demonstration  projects  that  actively  engage  multiple  payers.  Incorporating 
multiple  payers  into  reform  efforts  at  the  outset  may  increase  the  possibil¬ 
ity  that  the  payment  models  that  emerge  can  easily  cross  payer  boundaries, 
once  proven.  These  initiatives  also  recognize  that  engaging  private  payers  in 
reform  efforts  is  important  for  Medicare  and  Medicaid  beneficiaries  them¬ 
selves,  in  light  of  the  evidence  described  above  that  spillovers  can  run  in  both 
directions:  from  Medicare  and  Medicaid  to  the  private  sector,  and  vice  versa. 

Two  multi-payer  initiatives  merit  special  mention.  Through  the 
Comprehensive  Primary  Care  Initiative,  CMS  has  enlisted  public  and  pri¬ 
vate  payers  in  eight  states  to  join  with  Medicare  to  invest  in  primary  care 
practices,  with  the  potential  for  shared  savings  after  two  years.  Another 
promising  effort  is  the  State  Innovation  Models  Initiative,  which  provides 
grants  to  states  that  wish  to  make  statewide,  multi-payer  changes  to  provider 
payment  systems.  With  support  from  this  program,  Oregon  has  embarked 
upon  an  effort  to  move  its  Medicaid  beneficiaries.  State  employees,  and 
individuals  who  have  purchased  coverage  through  the  state’s  ACA-created 
health  insurance  marketplace  into  ACO-like  payment  models.  Arkansas  has 
undertaken  an  initiative  involving  public  and  private  payers  aimed  at  ensur¬ 
ing  that  half  of  Arkansans  have  access  to  a  patient-centered  medical  home  by 
2016,  and  expanding  its  existing  system  of  episode-based  payment. 

Economic  Benefits  of  Slow 
Health  Spending  Growth 

Slower  growth  in  health  care  costs  has  the  potential  to  bring  three 
important  economic  benefits:  higher  living  standards;  lower  deficits,  poten¬ 
tially  generating  faster  economic  growth;  and,  at  least  in  the  short  run, 
higher  employment.  This  section  of  the  report  considers  the  implications  of 
slower  gro^^'th  in  health  care  costs  across  these  variables. 

Higher  Living  Standards 

All  else  equal,  when  the  health  sector  consumes  less  of  the  Nation’s 
output,  more  resources  are  available  for  meeting  other  needs.  As  a  result, 
reductions  in  health  care  spending  that  stem  from  improving  efficiency  or 
eliminating  low-value  care  have  the  potential  to  improve  living  standards. 
Because  of  the  large  share  of  the  Nation’s  resources  devoted  to  health  care, 
even  relatively  modest  reductions  can  have  veiy  large  effects  on  economic 
well-being. 
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Box  4-3:  The  Cost  Slowdown  and  ACA  Reforms  are 
Reducing  Medicare  Beneficiaries’  Out-of-Pocket  Costs 

As  discussed  in  the  text,  reductions  in  Medicare  spending  growth 
have  substantial  benefits  for  the  Federal  budget.  Lower  growth  also  has 
substantial  benefits  for  Medicare  beneficiaries,  both  because  it  reduces 
their  cost-sharing  obligations  and  because  many  pay  a  premium  to 
enroll  in  Medicare  Parts  B  and  D,  and  premiums  are  set  to  cover  a  speci¬ 
fied  fraction  of  the  government’s  cost  of  providing  that  coverage.  Due 
in  large  part  to  the  broader  trends  discussed  in  this  chapter,  the  base 
Medicare  Part  D  premium  is  down  5  percent  in  inflation-adjusted  terms 
relative  to  2010  (Figure  4-5).  Similarly,  the  standard  Medicare  Part  B 
premium  for  2014  is  essentially  unchanged  in  inflation-adjusted  terms 
relative  to  2009.  (The  standard  Medicare  Part  B  premium  is  down  1 1 
percent  in  inflation-adjusted  terms  relative  to  2010.  However,  it  is  more 
meaningful  to  compare  to  2009;  for  technical  reasons,  many  beneficiaries 
paid  the  2009  premium  in  2010  and  2011,  and,  for  these  same  reasons, 
the  standard  Part  B  premium  is  anomalously  high  in  those  years  (SSA 
2013).) 

At  the  same  time  as  Medicare  premiums  have  remained  flat,  fea¬ 
tures  of  the  ACA  are  directly  reducing  out-of-pocket  costs  for  Medicare 
enrollees.  Under  the  ACA,  Medicare  beneficiaries  receive  a  wide  range 
of  preventive  services  without  cost-sharing  requirements.  CMS  esti¬ 
mates  that  34  million  Medicare  beneficiaries  received  at  least  one  such 
service  during  2012  (CMS  2013c).  Through  a  combination  of  discounts 
on  brand-name  drugs  and  additional  coverage,  the  ACA  is  also  closing 
the  “donut  hole”  in  Medicare  Part  D— a  range  of  drug  spending  over 
which  beneficiaries  enrolled  in  the  “standard”  Medicare  Part  D  plans 
were  previously  required  to  cover  the  full  cost  of  their  medications. 
CMS  estimates  that  3.5  million  Medicare  beneficiaries  who  reached  the 
coverage  gap  realized  average  savings  of  $706  on  brand-name  drugs  in 
2012,  while  2.8  million  Medicare  beneficiaries  realized  savings  of  nearly 
$40  per  person  on  generic  drugs  (CMS  2013c). 


These  benefits  accrue  to  families  through  two  primary  channels.  First, 
standard  economics  implies  that,  in  the  long  run,  reductions  in  the  cost  of 
providing  benefits  such  as  health  insurance  are  passed  through  to  workers 
in  the  form  of  higher  wages  since  employers  must  compete  for  workers 
(Summers  1989).  This  theoretical  prediction  has  received  empirical  sup¬ 
port  (Gruber  and  Krueger  1991;  Gruber  1994;  Baicker  and  Chandra  2006). 
Second,  as  discussed  in  detail  below,  lower  health  care  costs  have  significant 
benefits  for  the  Federal  budget,  which  ultimately  permit  lower  taxes  or 
increased  investment  in  other  valued  public  serxdces. 
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I  'igurc  4-5 

Inflation- Adjusted  Premiums  for  Medicare 
Parts  B  and  D,  2000-2014 

2014  S 


Source:  Cx-n(crs  for  Mccliairc  and  Medicaid  Scrr  iccs;  Ourcau  of  Ixonomie  Anal>  sis,  Nalional 
Income  and  Prixiuct  Accounts; (Ili\  adculations. 


One  Straightforward  way  of  illustrating  the  magnitude  of  the  potential 
impacts  is  to  consider  the  effect  of  continuing  the  slow  growth  of  the  last 
few  years.  To  that  end,  recall  from  Table  4-1  that  national  health  expendi¬ 
tures  have  grown  at  a  1.2  percent  real  per  capita  annual  rate  from  2010-13, 
whereas  health  spending  grew  at  a  4.0  percent  rate  from  2000-07.  Suppose 
that  even  just  one-third  of  that  slowdown  continued,  so  that  instead  of 
returning  to  the  recent  historical  rate  of  4.0  percent,  real  per  capita  health 
care  costs  instead  grew  at  a  3.1  percent  rate,  similar  to  the  rate  projected  in 
the  recent  work  by  Chandra,  Holmes  and  Skinner  (2013).  Under  this  illus¬ 
trative  scenario,  the  savings  after  a  decade  would  amount  to  about  $1,200  per 
person.  As  discussed  above,  these  savings  would  materialize  primarily  in  the 
form  of  higher  wages  and  lower  State  and  Federal  costs. 

Lower  Deficits 

In  2013,  the  Federal  Government  devoted  22  percent  of  the  U.S. 
budget,  or  4.6  percent  of  GDP,  to  Medicare  and  Medicaid.  For  this  reason, 
the  future  path  of  health  care  costs  has  major  implications  for  the  long-term 
budget  outlook. 

Over  the  last  three  years,  CBO  has  made  a  series  of  downward  revi¬ 
sions  to  its  forecast  of  future  spending  on  Medicare  and  Medicaid  (CBO 
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2010a;  2011;  2012c;  2013a;  2014),  which  are  depicted  in  Figure  4-6.  From 
the  projections  CBO  published  in  August  2010  to  its  most  recent  set  of 
projections  in  February  2014,  CBO  has  reduced  its  estimate  of  Medicare  and 
Medicaid  spending  in  2020  (the  latest  year  covered  by  all  of  the  projections 
examined  here)  by  $168  billion  and  0.5  percent  of  GDP.'''  This  $168  billion 
represents  a  13  percent  reduction  in  spending  relative  to  CBO’s  earlier  pro¬ 
jection  of  spending  on  these  programs. 

These  reductions  primarily  reflect  lower  projections  of  future  growth 
in  health  care  costs.'^  To  that  point,  in  a  recent  presentation,  CBO  Director 
Douglas  Elmendorf  commented:  “The  slowdown  in  health  care  cost  growth 
has  been  sufficiently  broad  and  persistent  to  persuade  us  to  make  significant 


'''  In  [uly  2013,  the  Bureau  of  Economic  Analysis  (BEA)  released  comprehensive  revisions 
to  the  National  Income  and  Product  Accounts  that  increased  BEA’s  estimate  of  GDP  in 
recent  years  by  more  than  3  percent.  CBO  projections  of  GDP  released  before  and  after  these 
revisions  are,  therefore,  not  directly  comparable. 

The  figures  reported  in  the  text  and  displayed  in  Figure  4-6  account  for  this  issue  in  the 
following  manner.  For  May  2013,  CBO  released  two  sets  of  GDP  projections,  one  before  and 
one  after  the  BEA  revisions;  the  figures  shown  use  the  GDP  projections  released  after  the  BEA 
revisions.  For  earlier  CBO  baselines,  CEA  adjusted  CBO’s  projections  of  GDP  upward  by  the 
ratio  of  CBO’s  post-  and  pre-revision  May  2013  GDP  projections.  Without  these  adjustments, 
the  reduction  in  projected  Medicare  and  Medicaid  spending  as  a  share  of  GDP  in  2020  from 
CBO’s  August  2010  baseline  to  its  February  2014  baseline  would  be  0.6  percent,  rather  than  the 
O..'!  percent  reported  in  the  text,  and  the  decline  in  Medicare  and  Medicaid  spending  shown  in 
Figure  4-6  would  be  larger. 

Several  factors  other  than  recent  slow  growth  in  health  care  costs  have  affected  CBO’s 
projections  of  Medicare  and  Medicaid  spending  over  this  period.  These  factors  work  in 
different  directions.  First,  CBO  has  revised  its  general  economic  projections  in  ways  that,  on 
net,  increase  projected  future  Medicare  and  Medicaid  spending  by  around  S25  billion.  Second, 
CBO  estimates  issued  after  June  2012  incorporate  the  Supreme  Court  decision  in  NFIB  v. 
Sebelius.  CBO  materials  indicate  that  this  ruling  reduced  projected  Medicaid  spending  in 
2020  by  roughly  $30  billion  as  of  July  2012,  although  this  figure  has  likely  fluctuated  as  CBO 
has  changed  its  assumptions  about  how  many  states  will  adopt  the  Medicaid  expansion.  For 
more  detailed  information,  see  CBO’s  analysis  of  the  budgetar)’  effects  of  the  Supreme  Court 
decision  (CBO  2012c)  and  CBO’s  March  2012  baseline  (CBO  2012a).  Third,  projections  issued 
in  August  201 1  and  later  incorporate  the  effects  of  sequestration  under  the  Budget  Control  Act, 
which  CBO  estimated  in  May  2013  would  reduce  Medicare  spending  by  $1 1  billion  in  2020 
(CBO  2013a). 

CBO  itself  has  cited  somewhat  larger  figures  when  discussing  the  extent  to  which  it  has  revised 
down  its  projections  in  response  to  slower  health  care  cost  growth.  For  example,  CBO  recently 
reported  that  slower  growth  in  health  costs  has  led  it  to  revise  down  its  estimate  of  Medicare 
spending  in  2020  by  $109  billion  since  March  2010  (CBO  2014),  whereas  the  comparable  figure 
based  on  the  approach  in  the  text  is  $87  billion.  CBO’s  figure  is  larger  because  it  excludes 
the  changes  due  to  updated  economic  projections  discussed  above,  because  it  considers  a 
slightly  different  time  period,  and  because  its  figure  appears  to  apply  to  gross,  rather  than 
net.  Medicare  spending.  On  the  other  hand,  CBO’s  figure  e.xcludes  the  effect  of  sequestration, 
which  partially  offsets  these  differences.  The  estimates  presented  in  the  text  were  chosen  over 
the  estimates  presented  by  CBO  to  simplify  exposition  and  presentation. 
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Box  4-4:  Premiums  on  the  ACA  Marketplaces 
are  Lower  than  Projected 

The  Congressional  Budget  Office  recently  reported  that  actual 
2014  premiums  on  the  ACA  Marketplaces  are  about  15  percent  below 
its  earlier  estimates  (CBO  2014).  This  has  two  important  benefits.  First, 
lower  premiums  will  mean  lower  costs  for  many  families,  including  those 
with  incomes  too  high  to  qualify  for  premium  tax  credits  and  those  that 
wish  to  purchase  more  comprehensive  coverage  than  that  offered  by  the 
second-lowest  cost  silver  plan.  Second,  lower  premiums  will  result  in 
lower  Federal  costs  for  premium  tax  credits  and  cost-sharing  assistance. 
While  CBO  states  that  it  has  not  yet  decided  whether  to  mark  down 
its  premium  estimates  for  years  beyond  2014,  estimates  by  Spiro  and 
Gruber  (2013)  suggest  that  such  a  revision  would  result  in  Federal  sav¬ 
ings  of  more  than  $100  billion  over  ten  years. 

While  it  is  not  yet  fully  understood  why  premiums  on  the  ACA 
Marketplaces  are  lower  than  expected,  this  may  be  another  benefit  of 
the  recent  slow  growth  in  health  care  spending.  The  Marketplaces  may 
also  have  proved  better  than  expected  at  encouraging  insurers  to  com¬ 
pete  on  price  (Spiro  and  Gruber  2013).  A  related  possibility  is  that  the 
Marketplaces  attracted  greater-than-expected  participation  by  insurers; 
premiums  appear  to  be  substantially  lower  in  areas  with  more  participat¬ 
ing  insurers  (ASPE  2013). 


downw'ard  revisions  to  our  projections  of  Federal  health  care  spending” 
(Elmendorf  2013). 

For  comparison,  in  CBO’s  most  recent  long-term  budget  outlook, 
CBO  projected  that  the  current  law  25-year  fiscal  gap — a  measure  of  the 
annual  fiscal  adjustment  required  to  stabilize  the  debt  as  a  share  of  the 
economy  over  the  next  25  years — is  just  0.9  percent  of  GDP  (CBO  2013b). 
Without  these  recent  improvements  in  the  outlook  for  Federal  health  spend¬ 
ing,  the  Nation’s  medium-run  fiscal  problem  would  therefore  be  about  half 
again  as  large. 

It  is  important  to  note  that  the  reductions  in  projected  Medicare  and 
Medicaid  spending  described  above  are  separate  from  the  deficit  reduction 
that  CBO  estimates  will  occur  as  a  direct  result  of  the  ACA.  The  most  recent 
CBO  estimates  indicate  that  the  ACA  will  reduce  the  deficit  by  about  $100 
billion  over  the  decade  2013-22,  and  that  it  will  reduce  the  deficit,  on  aver¬ 
age,  by  about  0.5  percent  of  GDP  in  the  subsequent  decade  (CBO  2012b). 
CBO  notes  that  these  deficit-reducing  effects  are  likely  to  continue  to  grow 
in  following  decades. 
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Recent  CBO  Projections  of  Medicare  and  Medicaid  Outlays 

I’crccnl  of  CiDP 


Notes:  Mediciirc  oiitlass  reflect  spending  net  of  offsetting  receipts.  Medicaid  spending  rcllccts 
I  'cdcral  spending  only. 

Sourecs:  Cringrcssional  Budget  Office,  Budget  tuid  licononiic  Ontkxik;  Cdi\  ciileulations. 


Higher  Employment  and  Economic  Growth 

Slower  growth  in  health  care  costs  reduces  the  growth  of  the  health 
insurance  premiums  paid  by  employers.  As  discussed  above,  in  the  long 
run,  because  employers  must  compete  for  workers,  reductions  in  the  cost 
of  health  care  are  likely  to  be  passed  through  to  workers  in  the  form  of 
higher  wages.  Thus,  over  the  long  run,  changes  in  the  growth  rate  of  health 
care  costs  are  unlikely  to  substantially  affect  employer’s  hiring  costs  and 
decisions.** 

In  the  short  run,  however,  the  picture  may  differ.  Wage  setting  is 
subject  to  various  “rigidities”  that  mean  that  lower  health  insurance  costs 
may  not  be  fully  passed  through  in  the  short  and  medium  run,  potentially 
reducing  employer  costs  and  spurring  hiring  (Sommers  2005).  Rigidities 
of  this  kind  may  be  particularly  important  in  the  aftermath  of  the  2007-09 
recession,  as  abnormally  low  inflation  has  increased  the  importance  of  con¬ 
straints  on  the  adjustment  of  nominal  wages  (Daly  et  al.  2012). 

Paster  growth  in  health  insurance  costs  could  reduce  employment  through  another 
mechanism.  In  particular,  if  workers  do  not  value  the  additional  health  spending,  then  the 
combination  of  more  expensive  health  insurance  and  lower  wages  could  make  employment  less 
attractive  over  time,  inducing  them  to  reduce  their  labor  supply.  Because  evidence  suggests  that 
workers’  labor  supply  is  only  modestly  responsive  to  the  returns  to  work,  these  effects  are  likely 
to  be  modest  in  size. 
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There  is  relatively  little  empirical  literature  on  the  effect  of  slower 
growth  in  employer  health  insurance  premiums  on  employment,  and  there 
is  no  consensus  among  economists  about  the  likely  size  of  these  effects, 
'rhere  are,  however,  at  least  two  empirical  studies  suggesting  that  these 
effects  could  be  substantial. 

Baicker  and  Chandra  (2006)  use  variation  in  employer  health  insur¬ 
ance  costs  resulting  from  within-state  changes  in  medical  malpractice  costs 
over  time  to  estimate  the  effect  of  higher  health  insurance  premiums  on 
employment.  They  find  that  a  10  percent  reduction  in  insurance  premiums 
increases  the  share  of  working-age  individuals  who  are  employed  by  1.2 
percentage  points.  This  estimate  suggests  that  the  recent  slowdown  in  the 
growth  of  health  insurance  premiums  could  have  had  a  substantial  positive 
effect  on  employment. 

Sood,  Ghosh,  and  Escarce  (2009)  take  an  alternative  approach  to 
quantifying  the  effect  of  faster  premium  growth  on  employment.  Specifically, 
they  examine  whether  industries  that  provide  insurance  to  a  large  share  of 
their  employees  experience  relatively  lower  employment  groMh  during 
periods  when  health  costs  are  growing  particularly  rapidly.  They  find  that, 
for  an  industry  that  provides  health  insurance  to  all  of  its  workers,  increasing 
health  insurance  premiums  by  1  percent  reduces  the  industry’s  employment 
by  1.6  percent  relative  to  an  industiy  that  insures  none  of  its  workers. 

Translating  the  Sood,  Ghosh,  and  Escarce  estimates  into  effects  on 
aggregate  employment  is  difficult  because  their  results  could  arise  either 
because  higher  health  insurance  costs  reduce  employment  overall  or  because 
they  cause  a  reallocation  of  employment  from  high-coverage  industries 
to  low-coverage  industries.  Cutler  and  Sood  (2010)  make  one  set  of  plau¬ 
sible  assumptions  about  the  importance  of  these  two  types  of  employment 
changes,  and  given  their  estimates  of  the  effect  of  the  ACA  on  the  path  of 
health  care  costs,  find  that  the  ACA  will  increase  job  growth  by  250,000  to 
400,000  a  year  by  the  second  half  of  this  decade. 

In  the  longer  run,  lower  deficits  due  to  the  ACA  and  the  slowdown  in 
health  costs  also  have  the  potential  to  improve  economic  gro\\4h.  Reductions 
in  long-term  deficits  increase  national  saving,  which  increases  capital  accu¬ 
mulation  and  reduces  foreign  borrowing,  and  thereby  increase  national 
income  and  living  standards  over  time.  As  discussed  in  detail  in  a  2009  CEA 
report  on  the  potential  benefits  of  health  care  reform  for  the  economy,  this 
means  that  even  modest  sustained  reductions  in  health  care  cost  growth  can 
generate  substantial  economic  benefits  (CEA  2009). 
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Conclusion 


The  evidence  is  clear  that  recent  trends  in  health  care  spending  and 
price  growth  reflect,  at  least  in  part,  ongoing  structural  changes  in  the 
health  care  sector.  The  slowdown  may  be  raising  employment  today  and,  if 
continued,  will  substantially  raise  living  standards  in  the  years  ahead.  The 
evidence  also  suggests  that  the  Affordable  Care  Act  is  already  contribut¬ 
ing  to  lower  spending  and  price  growth,  and  that  these  effects  will  grow  in 
the  years  ahead,  bringing  lower-cost,  higher-quality  care  to  Medicare  and 
Medicaid  beneficiaries  and  to  the  health  system  as  a  whole.  But  realizing 
these  benefits  will  require  additional  action,  including  continuing  aggressive 
implementation  of  the  ACA’s  reforms,  taking  full  advantage  of  the  ACA’s 
mechanisms  for  developing  and  deploying  innovative  new  payment  models, 
and  pressing  forward  with  new  efforts  that  build  on  the  ACA’s  approach  to 
reducing  health  spending  system-wide,  such  as  the  reform  proposals  in  the 
President’s  recent  budgets. 


C  H  A  I'  T  E  R  5 

FOSTERING  PRODUCTIVITY 
GROWTH 


In  1870,  a  family  farmer  planting  corn  in  Iowa  would  have  expected  to 
grow  35  bushels  an  acre.  Today,  that  settler’s  descendant  can  grow  nearly 
180  bushels  an  acre  and  uses  sophisticated  equipment  to  work  many  times 
the  acreage  of  his  or  her  forbearer.  Because  of  higher  yields  and  the  use  of 
time-saving  machinery,  the  quantity  of  corn  produced  by  an  hour  of  farm 
labor  has  risen  from  an  estimated  0.64  bushel  in  1870  to  more  than  60 
bushels  in  2013.  'fhis  90-fold  increase  in  labor  productivity — that  is,  bushels 
of  corn  (real  output)  an  hour— corresponds  to  an  annual  rate  of  increase  of 
3.2  percent  compounded  over  143  years.  In  1870,  a  bushel  of  corn  sold  for 
approximately  $0.80,  about  two  days  of  earnings  for  a  typical  manufacturing 
worker;  today,  that  bushel  sells  for  approximately  $4.30,  or  12  minutes  worth 
of  average  earnings.' 

This  extraordinar)'  increase  in  corn  output,  fall  in  the  real  price  of 
corn,  and  the  resulting  improvement  in  physical  well-being,  did  not  come 
about  because  we  are  stronger,  harder-working,  or  tougher  today  than  the 
early  settlers  who  first  plowed  the  prairies.  Rather,  through  a  combination 
of  invention,  more  advanced  equipment,  and  better  education,  the  Iowa 
farmer  today  uses  more  productive  strains  of  corn  and  sophisticated  farming 
methods  to  get  more  output  an  acre.  Today’s  farmer  harnesses  more  capital 
equipment,  such  as  advanced  planters  and  combines,  to  plant  more  acres, 
and  has  the  know-how  to  operate  this  sophisticated  equipment. 

'fechnological  advances  such  as  corn  hybridization,  fertilizer  tech¬ 
nolog)',  disease  resistance,  and  mechanical  planting  and  haiwesting  have 
resulted  from  decades  of  research  and  development.  While  the  government 
has  supported  some  of  this  research  and  its  dissemination — for  example, 
through  basic  biological  research  and  land-grant  universities — much  of 
this  research  occurred  in  the  private  sector.  However,  the  government  has 

'  Sources:  Parker  and  Klein  (1966),  1870  Census  of  Manufacturers,  Iowa  State  University 
Extension  Service  (2013),  Bureau  of  Labor  Statistics,  USDA  Economic  Research  Service. 
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facilitated  this  private-sector  technological  innovation  by  providing  the 
infrastructure  to  transport  and  sell  increasing  quantities  of  the  products  and 
a  regulatory  and  legal  environment,  such  as  the  U.S.  patent  system,  which 
clarifies  and  enforces  rights  to  inventions  (more  generally,  to  intellectual 
property)  so  that  the  private  sector  can  reap  the  rewards  of  research.  These 
property  rights  create  incentives  for  innovators,  while  also  allowing  others 
to  build  on  their  inventions.  The  improvements  in  productivity  made  pos¬ 
sible  by  technological  progress  have  appeared  not  just  in  agriculture,  but  also 
throughout  the  U.S.  economy. 

The  framework  of  government  support  for  technological  innovation 
is  facing  new  challenges  that  stem  from  an  ever-changing  scientific  and  legal 
landscape.  Many  of  these  challenges  center  on  the  best  way  to  support  and 
encourage  development  of  intellectual  property  which  now  encompasses 
improvements,  not  just  to  tractor  design,  but  also  technological  changes 
to  the  software  that  optimizes  its  performance.  Farmers  can  now  use  the 
Internet  to  do  market  research,  purchase  inputs,  make  direct  sales,  and 
participate  in  online  crop  and  livestock  auctions.  Other  challenges  involve 
issues  surrounding  the  allocation  of  the  electromagnetic  spectrum  in  a  way 
that  supports  the  efficient  development  of  new  wireless  and  communica¬ 
tions  technologies  that  will  improve  productivity  and  connectivity— for  the 
farmer  in  the  combine’s  cab  as  well  as  for  millions  of  other  consumers  and 
businesses— while  weighing  national  security  and  other  concerns.  These 
challenges  also  include  striking  the  appropriate  balance  between  the  need 
for  the  government  to  support  fundamental  research,  which  can  have  large 
positive  externalities  that  will  not  be  realized  by  any  individual  private  actor, 
and  the  importance  of  private-sector  innovation  in  driving  technology 
forward. 

Another  set  of  challenges  relates  to  how  the  gains  from  innovation  are 
shared.  In  the  decades  following  World  War  II,  productivity  improvements 
translated  relatively  automatically  into  compensation  increases  for  families 
across  the  income  spectrum.  But  starting  in  the  1970s,  inequality  began  its 
relentless  rise  and  productivity  growth  became  increasingly  disconnected 
from  compensation  growth  for  typical  families.  The  trends  in  inequality 
are  related  to  the  trends  in  productivity,  as  well  as  to  other  broad  economic 
trends.  Some  of  the  technological  changes  over  the  past  three  decades, 
especially  those  related  to  information  technolog)^  have  raised  the  rela¬ 
tive  reward  to  skills  obtained  through  advanced  academic  study.  Thus,  the 
slowing  growth  of  educational  attainment  both  potentially  slows  innovation 
and  increases  inequality  by  raising  the  returns  to  the  most  highly  educated 
workers.  Although  expanding  the  size  of  markets  through  globalization  can 
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help  increase  the  productivity  of  the  economy,  it  can  also  create  challenges 
for  inequality. 

'I'his  chapter  begins  with  a  review  of  the  history  of  productivity  growth 
since  World  War  II,  emerging  inequality  trends,  and  the  government’s  role 
in  fostering  productivity  growth.  It  then  focuses  on  two  important  current 
issues  in  more  detail:  wired  and  wireless  broadband  infrastructure  and  tbe 
efficient  allocation  of  the  electromagnetic  spectrum;  and,  new  challenges 
to  the  U.S.  patent  system  posed  by  standard-essential  patents  and  patent- 
assertion  entities. 

Trends  in  Total  Factor  Productivity 

The  most  commonly  used  measure  of  productivity  is  labor  productiv¬ 
ity — that  is,  real  output  per  hour  worked.  Over  the  long  run,  improvements 
in  labor  productivity  translate  into  growth  of  output,  wages,  and  income. 
Labor  productivity  can  grow  for  multiple  reasons:  more  capital  per  worker 
(increased  capital  intensity),  increased  labor  skills  (a  more  experienced 
workforce,  more  and  better  education  and  training),  and  technological 
advances  that  improve  the  quality  and  productivity  for  a  given  level  of 
capital  and  labor  skills  (inventions,  technological  progress,  process  improve¬ 
ments,  and  other  factors). 

Because  of  the  importance  of  technological  progress  in  enhancing 
long-run  growth,  economists  also  use  another  measure  of  productivity  called 
total  factor  productivity,  or  TFP,  which  proxies  for  the  effect  of  technologi¬ 
cal  progress.  From  1948  to  2012,  labor  productivity  growth  in  the  private 
nonfarm  business  sector  has  averaged  2.2  percent  per  year,  and  total  factor 
productivity  growth,  as  measured  by  the  series  on  multifactor  productivity 
produced  by  the  Bureau  of  Labor  Statistics  (BLS),  has  averaged  1.1  percent 
per  year.  This  growth  of  productivity  has  not  been  constant,  however,  and 
can  usefully  be  thought  of  as  occurring  in  three  episodes:  a  period  of  fast 
productivity  gro\\4h  through  the  early  1970s,  a  period  of  slow  productivity 
growth  through  the  mid-1990s,  and  a  period  of  somewhat  faster  productiv¬ 
ity  growth  since  then,  but  still  not  as  fast  as  in  the  1950s  and  1960s. 

Labor  Productivity,  Total  Factor  Productivity,  and  Multifactor 
Productivity 

The  growth  rate  of  labor  productivity  equals  the  growth  rate  of  out¬ 
put,  minus  the  growth  rate  of  labor  input  (worker  hours),  thus  yielding  the 
growth  rate  of  output  per  worker  hour.  In  contrast,  the  growth  rate  of  TFP 
is  the  growth  rate  of  output,  minus  the  growth  rate  of  output  that  would 
be  expected  solely  from  the  growth  rate  of  the  inputs  to  production.  The 
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resulting  gap  between  the  actual  growth  rate  of  output  and  the  growth  rate 
arising  solely  because  of  the  growth  of  inputs  is  also  known  as  the  Solow 
residual,  and  is  a  measure  of  how  well  those  inputs  are  combined.  Thus, 
the  growth  rate  of  TFP  tracks  a  broadly  defined  concept  of  technological 
change  that  encompasses  scientific  innovation  and  invention,  managerial 
innovations,  effects  of  reorganization  of  the  production  process,  and  other 
efficiency  improvements  that  do  not  accrue  uniquely  to  a  single  measured 
input. 

The  concept  of  total  factor  productivity  is  appealing  because  it  esti¬ 
mates  the  contribution  of  technological  developments  to  economic  growth, 
and  because  it  can  be  applied  at  the  level  of  an  industry  as  well  as  to  the 
overall  economy.  In  practice,  measuring  TFP  poses  several  challenges.  First, 
TFP  is  not  observed  directly  and  instead  must  be  estimated  using  measured 
inputs  and  estimates  of  how  the  inputs  contribute  to  output.  Second,  the 
inputs  discussed  so  far  have  been  capital  and  labor,  but  other  inputs  to  pro¬ 
duction  also  include,  in  particular,  energy,  materials,  and  business  services. 
'I'hird,  for  a  given  level  of  other  inputs,  output  can  increase  by  hiring  better- 
trained  or  higher-skilled  workers;  so  for  the  purpose  of  measuring  TFP,  the 
desired  concept  of  labor  input  captures  changes  in  both  the  quantity  and 
quality  of  labor  input.  Because  labor  quality  is  not  observed,  proxies  such  as 
age  and  education  must  be  used.  Both  academics  and  the  U.S.  Government 
have  tackled  these  and  other  measurement  challenges,  and  have  developed 
estimates  of  the  growth  of  TFP.  This  chapter  uses  an  estimate  of  TFP  pro¬ 
duced  by  the  Bureau  of  Labor  Statistics  called  multifactor  productivity,  or 
MFP,  which  is  described  in  Box  5-1.^ 

Postwar  U.S.  Productivity  Growth 

According  to  the  BLS  measure  of  labor  productivity  shown  in  Table 
5-1,  an  American  worker  could  produce  more  than  four  times  as  much 
output  per  hour  in  2012  as  in  1948.’  Because  MFP  takes  into  account  the 


^  One  of  the  many  other  challenges  in  estimating  total  factor  productivity  is  that  the  intensity 
of  utilization  of  inputs  varies  over  the  business  cycle.  For  example,  because  hiring  and  training 
workers  is  expensive,  firms  might  retain  some  workers  in  a  mild  downturn,  so  that  fluctuations 
in  output  are  greater  than  fluctuations  in  employment  (a  relationship  which,  when  recast  in 
terms  of  the  unemployment  rate,  is  known  as  Okun’s  Law).  The  BLS  MFP  series  does  not 
adjust  for  changes  in  factor  utilization,  which  can  produce  cyclical  fluctuations  in  MFP.  Basu, 
Fernald,  and  Kimball  (2006)  provide  an  approach  to  adjusting  for  such  cyclical  variation,  and 
a  quarterly  I'FP  series  produced  using  their  method  is  currently  maintained  by  the  Federal 
Reserve  Bank  of  San  Francisco  (Fernald  2012). 

■’  This  discussion  of  postwar  productivity  performance  cites  statistics  for  nonfarm  private 
businesses.  Recall  the  earlier  discussion  about  how  productivity  growth  in  farming  allowed 
fewer  resources  to  be  devoted  to  it.  By  1947,  farming  accounted  for  less  than  a  nine  percent 
share  of  GDP.  Today  that  share  is  about  one  percent. 
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Box  5-1:  Measuring  Multifactor  Productivity 

The  Bureau  of  Labor  Statistics  (BLS)  publishes  annual  data  on 
multifactor  productivity,  covering  the  private  business  sector,  the  private 
nonfarm  business  sector,  the  manufacturing  sector,  and  18  industries 
within  the  manufacturing  sector. 

Private  business-sector  output  is  a  chain-type,  annual-weighted 
(Fisher-Ideal)  index  constructed  after  excluding  general  government, 
nonprofit  institutions,  private  households  (including  owner-occupied 
housing),  and  government  enterprises  from  gross  domestic  product 
(GDP).  The  input  measure  is  an  aggregation  of  two  inputs,  labor  and 
capital.  Labor  input  is  obtained  by  chained  Tornqvist  aggregation  of 
the  hours  worked  in  private  business  by  all  persons,  classified  by  age, 
education,  and  gender  with  weights  determined  by  each  group’s  share  of 
total  labor  compensation.  Capital  inputs  are  measured  based  on  the  flow 
of  services  derived  from  physical  assets.  For  each  of  60  industries  in  the 
private-business  sector,  quantities  of  each  capital  asset  are  aggregated 
into  a  Tornqvist  index,  using  estimated  rental  prices.  Current-dollar  cap¬ 
ital  costs  are  found  by  multiplying  the  rental  price  for  each  asset  by  the 
asset’s  constant-dollar  stock,  adjusting  for  capital  composition  effects. 
Finally,  the  combined  input  (labor  and  capital)  measure  is  constructed 
via  another  Tornqvist  index,  taking  as  weights  each  inputs’  share  of  total 
costs  derived  from  the  National  Income  and  Product  Accounts. 

Manufacturing  is  treated  somewhat  differently.  The  output  mea¬ 
sure,  known  as  sectoral  output,  is  the  value  of  production  shipped  to 
purchasers  outside  the  domestic  industry,  either  to  satisfy  final  demand 
or  to  use  as  an  input  in  other  industries.  Because  additional  inputs  to 
manufacturing  can  be  tracked,  the  input  measures  available  include 
not  just  capital  and  labor,  but  also  energy,  non-energy  materials,  and 
purchased  business  services  input.  Intra-industry  purchases  are  removed 
to  avoid  double  counting.  The  resulting  aggregate  input  is  referred  to 
by  the  acronym  KLEMS — capital  (K),  labor  (L),  energy  (E),  materi¬ 
als  (M)  and  services  (S).  Given  these  inputs  and  outputs,  multifactor 
productivity  is  computed  for  18  3-digit  and  86  4-digit  North  American 
Industry  Classification  System  (NAICS)  manufacturing  industries  and 
for  the  manufacturing  sector  as  a  whole  using  the  Tornqvist  aggregation 
methods  described  above  for  the  private  business-sector  manufacturing. 

growth  of  capital  and  other  factors,  labor  productivity  growth  generally 
exceeds  MFP  growth.  For  example,  even  absent  technological  change,  labor 
can  be  more  productive  simply  by  using  more  capital;  that  is,  by  increasing 
the  capital-labor  ratio  or  so-called  capital  deepening.  Mathematically,  the 
growth  rate  of  labor  productivity  is  the  sum  of  the  MFP  growth  rate,  the 
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Table  5- 1 

Sources  ol  Productivity  improvement.  Nonfarm  Private  Business,  1948-2012 


Source 

Improvement 

(multiple) 

Contribution  to 

Labor  Productivity  Growth 
(percent) 

Composition  of  Labor 

1.15 

10 

Capital 

1.74 

38 

.\111> 

2.10 

52 

Labor  Productivity 

4.21 

100 

Source:  Bureau  of  Labor  Statistics,  Productivity  and  Costs,  Multifactor  Productivity. 


contribution  of  changes  in  labor  quality  (as  measured  by  changes  in  the 
composition  of  the  workforce),  and  the  contribution  of  the  growth  in  the 
amount  of  capital  per  worker/  The  final  column  of  Table  5-1  gives  this 
decomposition,  showing  that  10  percent  of  the  growth  in  labor  productivity 
is  due  to  improvements  in  the  composition  of  labor  (primarily  greater  edu¬ 
cational  attainment),  38  percent  is  due  to  increases  in  the  amount  of  capital 
the  worker  has  at  his  or  her  disposal,  and  52  percent  is  due  to  increases  in 
broad  technological  progress  as  measured  by  MFP. 

The  growth  rates  of  the  BLS  measures  of  labor  productivity  and 
multifactor  productivity  have  varied  over  time  and  are  shown  in  Figure  5-1. 
Over  the  past  60  years,  labor  productivity  has  on  average  grown  just  over  1 
percentage  point  faster  than  MFP:  from  1953-2012,  labor  productivity  grew 
at  an  annual  rate  of  2.2  percent  per  year,  and  MFP  grew  at  an  annual  average 
rate  of  1.1  percent  per  year. 

As  can  be  seen  in  Figure  5-1,  both  labor  productivity  and  MFP  are 
quite  volatile  from  year  to  year.  One  reason  for  this  volatility  is  measurement 
error  in  the  estimation  of  both  series;  indeed,  proper  measurement  of  the 
inputs  and  outputs  is  a  daunting  task  and  for  this  reason  alone  not  too  much 
should  be  read  into  the  growth  of  productivity  in  any  one  year.  Another 
reason  is  that  these  series,  and  the  gap  between  them,  varies  cyclically.  For 
example,  MFP  growth  fell— in  fact,  took  on  negative  values — during  the 
recessions  that  started  in  1969,  1980-81,  1990,  and  2007.  These  negative  val¬ 
ues  do  not  mean  that,  during  recessions,  firms  make  negative  technological 

■*  Suppose  aggregate  production  can  be  represented  by  the  Cobb-Douglas  production  function, 
y  =  “,  where  Y  is  real  output,  L  is  labor  input  measured  in  labor-quality  units,  K  is 

capital,  and  A  summarizes  the  contribution  of  technolog)’  to  production,  that  is,  A  is  TFP,  and 
a  is  a  constant.  Then  output  per  worker-hour  (H)  is  Y/H  =  AlL/HY'iK/H)' Thus  the  annual 
growth  of  output  per  worker,  that  is,  the  growth  of  labor  productivity,  is  the  sum  of  the  growth 
of  A,  that  is,  the  growth  of  TFP,  plus  a  times  the  growth  of  IJH,  that  is  the  growth  of  labor 
quality  per  worker-hour,  plus  1-a  times  the  growth  of  KIH,  that  is,  the  growth  of  the  capital- 
labor  ratio.  By  using  Tornqvist  aggregation,  the  BLS  MFP  measure  allows  shares  (a)  to  change 
over  time  and  does  not  require  an  aggregate  Cobb-Douglas  production  function. 
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I  'iourc  5-1 

Nonfarm  Private  Business  Productivity  Growth,  1949  -2012 

Aiiiuial  percent  change 


Source;  Iturcau  of  I  ^boi  Slalislies,  I’roduclir  ity  and  ('osts.  N  lullifaclor  PiXKluctir  itv . 


progress  or  collectively  forget  about  the  innovations  they  have  produced 
over  the  preceding  years.  Rather,  such  declines  in  MFP  could  come  about 
from  changes  in  relative  prices,  so  that  existing  methods  of  production  are 
no  longer  the  optimal  way  to  combine  inputs  to  produce  output.  Negative 
MFP  growth  can  also  arise  from  variation  in  the  utilization  rates  of  capital 
and  labor  over  the  business  cycle. 

From  the  perspective  of  policies  to  foster  long-term  economic  growth, 
these  annual  and  cyclical  fluctuations  are  less  relevant  than  long-term  trends 
in  the  growth  rates  of  productivity.  Figure  5-2  shows  a  centered  15-year 
moving  average  of  the  growth  rates  of  labor  productivity  and  MFP;  and. 
Table  5-2  summarizes  the  compound  annual  growth  rates  of  these  series 
over  10-  and  20-year  periods  ending  in  2012,  as  well  as  the  60-year  period 
from  1953-2012. 

Table  5-2  and  Figure  5-2  tell  a  similar  story,  which  has  two  parts. 
First,  over  the  long  run  the  gap  between  labor  productivity  growth  and  MFP 
growth  has  fluctuated  in  a  small  range,  with  a  difference  of  between  1.0  and 
1.3  percentage  points  in  decadal  averages.  Moreover,  there  is  no  notice¬ 
able  trend  in  this  gap:  the  mean  difference  in  the  growth  rates  of  these  two 
productivity  measures  over  2003-12  is  within  0.2  percentage  point  of  the 
mean  difference  over  1953-62.  The  stability  of  the  difference  between  these 
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1 0-ycar  Average  annual  rates  of  change 


I'eriod 

.Multifactor  Productivity 

Labor  Producti\ity 

OilTerence 

1953-1962 

1.5 

2.6 

1.1 

1963-1972 

1.9 

2.8 

1.0 

1973-1982 

-0.1 

1.1 

1.2 

1983-1992 

1.1 

2.2 

1.1 

1993-2002 

1.1 

2.4 

1.3 

2003-2012 

0.9 

1.9 

1.0 

20-year  Average  annual  rates  of  change 


Period 

.Multifactor  Productivity 

Labor  Productivity 

Diflerence 

195.3-1972 

1.7 

2.7 

1.0 

1973-1992 

0.5 

1.6 

1.1 

1993-2012 

1.0 

2.1 

1.1 

60-year  Average  annual  rates  of  change 

19.53-2012 

1.1 

2.2 

1.1 

Source:  Bureau  of  Labor  Statistics,  Productivity  and  Costs,  Multifactor  Productivity. 


measures  underscores  the  role  of  broad  technological  change— as  measured 
by  MFP — as  a  key  driver  of  long-term  growth  of  output  per  worker. 

Second,  over  the  past  60  years  the  long-term  mean  growth  rates  of 
labor  productivity  and  MFP  have  varied  substantially,  in  what  appear  to  be 
three  episodes.  The  first  episode,  the  1950s  through  early  1970s,  experienced 
high  growth  of  MFP  (and  of  labor  productivity),  with  MFP  growth  averaging 
1.7  percent  per  year  from  1953  through  1972.  The  second  episode,  the  late 
1970s  through  early  1990s,  experienced  much  lower  MFP  growth,  averaging 
0.5  percent  per  year.  The  third  episode,  from  the  mid-1990s  through  the 
present,  experienced  an  intermediate  level  of  MFP  growth  of  1.0  percent  per 
year. 

Because  productivity  is  the  key  to  raising  output  per  person,  a  great 
deal  of  academic  research  has  focused  on  understanding  why  productivity 
growth  varies  over  time.  Research  points  to  several  factors  that  contributed 
to  the  productivity  slowdown  of  the  1970s.  A  major  culprit  seems  to  be  the 
sharp  rise  in  energy  prices  during  the  1970s  that  made  less  energy-intensive 
technologies  more  attractive,  thus  changing  the  optimal  way  to  combine 
inputs  and  reducing  MFP  growth  (Jorgenson  1988,  Nordhaus  2004).  One 
lesson  learned  from  this  period  is  how  important  energ)'  cost  fluctuations 
are  in  determining  the  growth  of  potential  output. 
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I'igiirc  5-2 

15-Year  Centered  Moving  Average  of  Annual  Growth  Rates  for 
Labor  and  Multifactor  Productivity,  1956—2005 

Percent 


Source:  Bureau  of  I^bor  Statistics,  l’rcxlucti\  ity  and  Costs,  Multifactor  IVoductivity; 
(1L\  Calculations. 


Another  explanation  is  due  to  rapid  changes  in  the  labor  force  in  the 
1970s,  primarily  shifting  the  workforce  to  newer,  less-experienced  workers. 
The  Baby  Boom  generation  (the  cohort  born  between  1946  and  1964)  came 
of  age  in  the  1970s  and  1980s,  lowering  the  overall  work  experience  of  the 
economy.  This  was  a  period  of  rapid  entr)'^  of  women  into  the  workforce  for 
the  first  time,  a  shift  that  also  temporarily  reduced  the  overall  level  of  work¬ 
force  experience  in  the  economy  (Feyrer  2007,  2011).  Moreover,  the  rapid 
entry  of  these  new  workers  into  the  workforce  outpaced  investment,  slowing 
the  growth  of  the  capital-labor  ratio. 

Another  possible  part  of  the  stoiy  is  that  productivity  growth  in  the 
1950s  and  1960s  was  temporarily  spurred  by  large  public  investments  such 
as  the  interstate  highway  system  and  the  commercialization  of  militar)'^  inno¬ 
vations  from  World  War  II  like  the  jet  engine  and  synthetic  rubber. 

The  productivity  rebound  of  the  1990s  and  2000s  is  widely  attribut¬ 
able  to  the  information  technolog)'  (IT)  revolution.  For  the  nine  years  from 
1996  to  2005,  MFP  grew  at  1 .6  percent  per  year,  a  rate  not  seen  in  a  nine-year 
period  since  the  mid-1960s.  Although  many  of  the  basic  technologies  that 
facilitated  this  growth,  like  the  personal  computer  and  the  software  to  run 
it,  were  invented  in  the  1970s  and  1980s;  improvements  in  speed,  breadth 
of  applications,  and  the  ability  of  firms  to  exploit  this  technology  stretched 
through  the  ensuing  decades.  The  BLS  MFP  measure  suggests  that  much 
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of  the  productivity  improvement  resulted  from  technological  and  process 
improvements,  a  position  supported,  for  example,  by  Basu,  Fernald,  Oulton, 
and  Srinivasan  (2004).  Alternatively,  Jorgenson  (2001)  and  Jorgenson  and 
Ho  (2012)  emphasize  the  importance  of  the  accumulation  of  physical  IT 
capital.  Oliner,  Sichel,  and  Stiroh  (2007)  provide  a  detailed  review  of  the 
literature  on  the  1990s  productivity  boom. 

A  key  current  question  is  what  the  rate  of  productivity  growth  will  be 
going  forward — will  the  U.S.  economy  maintain  the  pace  of  recent  decades, 
will  new  innovations  accelerate  the  pace  of  productivity  growth,  or  will 
productivity  growth  revert  to  the  slower  rates  before  the  recent  boom?  MFP 
growth  fell  sharply  in  the  recession,  grew  sharply  in  the  early  stages  of  the 
recovery,  and  has  averaged  1  percent  for  2011  and  2012.  These  large  cyclical 
swings  make  it  difficult  to  assess  whether  there  has  been  a  recent  change  in 
the  rate  of  technological  progress,  relative  to  the  late  1990s  and  early  2000s. 
'Fhe  academic  literature  reaches  mixed  findings  concerning  whether  the  IT 
productivity  boom  was  temporar}^^  This  literature  also  requires  qualifica¬ 
tion  because  it  predates  the  substantial  data  revisions  to  historical  GDP  and 
productivity  that  were  released  in  the  summer  of  2013,  which  substantially 
revised  upwards  estimated  productivity  groMh  in  some  years  in  the  2000s. 

Some  contributions  to  this  debate  look  further  into  the  future.  While 
some  economists  predict  labor  productivity  growth  could  decline  in  coming 
decades  because  the  scope  for  future  transformative  general-purpose  inven¬ 
tions  is  limited  (Gordon  2012),  others  argue  that  IT  is  in  fact  a  general-pur¬ 
pose  invention  and,  at  least  in  the  medium  run,  presents  an  ongoing  stream 
of  opportunities  for  workplace  reorganization  and  efficiency  gains,  as  well 
as  spin-off  technologies  and  improvements.*  Bernanke  (2012)  argued  that 
making  these  improvements  often  requires  more  than  just  purchasing  hard¬ 
ware  and  software,  and  realizing  potential  productivity  gains  can  require 
changes  within  and  between  organizations  and  thus  take  a  considerable  time 
to  be  fully  realized.^ 

Ultimately,  it  is  very  hard  to  predict  future  growth  rates  in  innovation, 
and  there  is  no  economic  reason  that  these  growth  rates  should  be  constant 
over  time.  Moreover,  the  past  four  decades  have  seen  substantial  changes  in 

^  The  findings  in  the  literature  on  recent  productivity  growth  trends  tend  to  depend  on  the 
statistical  approaches  used  to  discern  different  productivity  regimes.  Authors  that  adopt 
discrete  breaks  or  regime  shifts,  including  Kahn  and  Rich  (2011)  and  Fernald  (2012),  tend  to 
conclude  that  the  productivity  growth  boom  has  passed,  whereas  Oliner.  Sichel,  and  Stiroh 
(2007),  who  use  methods  in  which  productivity  growth  evolves  more  slowly,  find  less  of  a 
slowdown. 

*  An  example  of  such  now-possible  workplace  reorganization  is  telecommuting;  see,  for 
example.  Bloom,  Liang,  Roberts  and  Ying  (2013);  Noonan  and  Glass  (2012),  Bailey  and 
Kurland  (2002);  and  Busch,  Nash,  and  Bell  (2011). 

’’  These  issues  are  argued  in  the  February  2013  TF.D  debate  between  Gordon  and  Brynjolfsson. 
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the  extent  to  which  productivity  gains  translate  into  higher  incomes  across 
the  board,  the  topic  of  the  next  section. 

Productivity  Growth  and  Inequality  Growth 

Productivity  improvements  provide  more  output  that  has  the  poten¬ 
tial  to  benefit  society  broadly.  Through  the  early  1970s,  productivity  gains 
led  to  increases  in  labor  compensation.  Since  then,  however,  productivity 
growth  has  not  translated  into  commensurate  growth  in  labor  compensa¬ 
tion,  and  income  inequality  has  increased  markedly. 

Trends  in  Inequality,  Productivity  Growth,  and  Compensation 

Real  output  per  hour  was  99  percent  higher  by  the  end  of  1972  than  in 
1947,  while  real  average  hourly  earnings  (GDP  deflator)  grew  by  73  percent. 
Figure  5-3  shows  that  since  the  early  1970s,  the  paths  of  labor  productivity 
and  average  hourly  earnings  diverged  more  widely.  As  a  result,  by  the  end  of 
September  2013  real  output  per  hour  was  107  percent  higher  than  at  the  end 
of  1972,  but  average  hourly  earnings  had  only  grown  31  percent.® 

Table  5-3  examines  the  real  output  per  hour  and  average  hourly 
earnings  for  private  production  and  nonsupervisory  workers  by  decade. 
From  1953  to  1962,  productivity  growth  exceeded  the  average  annual  rate  of 
change  in  hourly  earnings  by  only  0.4  percentage  point.  In  the  next  decade, 
the  difference  in  growth  had  ticked  up  to  0.6  percentage  point.  However, 
from  1973  through  2012  labor  productivity  grew  1.4  percentage  points  faster 
than  earnings. 

Since  the  1970s,  these  trends  generally  have  been  worse  for  lower- 
income  households  than  for  higher-income  households  (DiNardo,  Fortin, 
Lemieux  1996;  Piketty  and  Saez  2003;  Lemieux  2008;  CEA  2012;  Haskel, 
Lawrence,  Learner,  and  Slaughter  2012).®  In  particular,  the  income  growth 
in  the  top  percentile  of  the  income  distribution  has  been  much  stronger 
than  other  percentiles.  For  example,  the  Congressional  Budget  Office  (CBO 
2011)  reports  that  from  1979  to  2007,  real  before-tax  income  at  the  median 
of  the  household  income  distribution  increased  by  about  19  percent,  while 

®  An  alternative  series  from  Bl.S  measures  real  total  hourly  compensation  (CPI  deflator)  for  all 
nonfarm  workers.  This  measure  includes  benefits  as  well  as  earnings.  Since  1972,  total  hourly 
compensation  has  increased  more  than  hourly  earnings,  but  still  only  by  46  percent.  BLS 
decompositions  of  compensation  into  real  wage  and  benefit  shares  have  been  available  since 
1991.  Since  then,  real  wages  grew  7  percent  and  benefits  grew  22  percent,  with  the  strongest 
benefit  growth  in  the  magnitude  of  employer  contribution  to  health  insurance. 

''  Figure  6-2  of  this  report  suggests  that  the  relative  slow  growth  in  income  of  the  lower 
quintiles  may  have  subsided  some  recently,  particularly  during  the  Great  Recession  and  its 
near-term  recover)’.  It  is  too  soon  to  tell  whether  this  has  any  implication  for  longer-term 
trends. 
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Growth  in  Productivity  and  Average  Wage,  1947-2013 

Index,  1947=KK)(log  scale) 


Kcal  ouipui  jx’r  hour  is  for  all  workers  in  the  iionlarm  business  sector,  .\xerage  wape  is  lor  private  jxtxhiction  iukI 
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Soiuce:  Hureait  of  liibor  Statistics.  Productis  itN  and  Costs.  Current  I'niplovmenl  Slatisiics:  Cl:  \  ciilculaiitms 


incomes  for  the  top  1  percent  of  households  have  increased  by  around  200 
percent.*” 

Technological  Change  and  Inequality 

'fhe  lesson  from  Figure  5-3  is  that  productivity  growth  is  important 
for  wage  growth,  but  that  does  not  mean  that  it  automatically  leads  to  wage 
grow'th.  One  possibility  is  that  the  sources  of  labor  productivity  and  MFP 
growth  since  the  early  1970s  are  qualitatively  different  than  earlier,  and  that 
these  different  sources  of  grow'th  drove  the  trends  in  inequality  over  the  last 
40  years.  In  the  early  1990s,  a  broad  consensus  emerged  among  economists 
that  an  increase  in  the  demand  for  skill  relative  to  the  supply  of  educated 
labor  w'as  the  primary  driver  of  the  sharp  rise  in  inequality  in  the  1980s 
(Bound  and  Johnson  1995;  Katz  and  Murphy  1992;  and  Juhn,  Murphy, 
and  Pierce  1993).  It  soon  became  accepted  that  “skill-biased  technologi¬ 
cal  change”  (SBTC)  was  the  most  important  cause  of  increased  inequality 
(Berman,  Bound,  and  Griliches  1994;  Krueger  1993).  The  crux  of  the  argu¬ 
ment  is  that,  as  computer  technology  became  increasingly  less  expensive, 
relative  demand  increased  for  workers  with  complementary  skills.  This 
explanation  has  remained  popular  among  economists  with  few  modifica¬ 
tions  to  the  basic  argument  until  recently  (for  example,  Acemoglu  2002). 

The  CBO  notes  that  it  chose  1979  and  2007  as  points  of  comparison  because  there  are 
cyclical  fluctuations  in  inequality  measures  and  both  years  are  business  cycle  peaks. 
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Table  5-3 

Average  Annual  Rates  of  Change  in  the  Nonfarm  Business  Sector 


Period 

Real 

Output  per  Hour 
of  all  Workers 

Average 

Hourly  Earnings 
lor  Private  Production 
and  Nonsupervisory 
Workers 

Dirterence 

(PP) 

19.S3-1962 

2. .3 

2.1 

0.4 

196.3-1972 

2.7 

2.1 

0.6 

1973-1982 

1.1 

-0.4 

1.4 

1983-1992 

2.2 

0.4 

1.8 

1993-2002 

2.3 

1.8 

0.5 

2003-2012 

2.1 

1 

1.1 

Note:  Both  series  are  detlated  by  the  price  index  for  output  in  the  nonfarm  business  sector.  Data  on  earnings  before 
1964  reflect  SIC-based  industry  classifications. 

Sources:  Bureau  of  Labor  Statistics,  Productivity  and  Costs,  Current  Kniployment  Statistics;  CEA  Calculations. 


While  this  hypothesis  has  remained  influential,  there  are  reasons  to 
question  the  primaiy  role  of  technology  in  causing  the  inequality  changes 
that  emerged  in  the  1980s.  For  example,  many  other  industrialized  nations, 
such  as  Germany  and  Japan,  experienced  similar  technology  shocks  in 
the  1980s,  but  saw  little  or  no  increase  in  wage  inequality.  This  led  some 
economists  to  expand  the  framework  for  explaining  inequality  to  acknowl¬ 
edge  the  importance  of  wage-setting  institutions  in  mediating  technology 
shocks  (Freeman  and  Katz  1995).  This  critique  gained  more  force  with  other 
researchers  finding  that  changes  in  institutions — especially  the  decline  in  the 
real  value  of  the  minimum  wage  and  labor  unions— -could  account  for  much 
of  the  rise  in  inequality  in  the  1980s,  at  least  in  the  bottom  of  the  distribution 
(Lee  1999  and  DiNardo,  Fortin,  and  Lemieux  1996).  An  additional  chal¬ 
lenge  to  the  skill-biased  technological  change  hypothesis  is  that  the  timing 
of  changes  in  inequality  do  not  line  up  well  with  the  nature  of  technological 
change  across  decades.  Inequality  in  the  bottom  of  the  distribution  rose  in 
the  1980s,  but  has  been  flat  or  declining  since  then.  However,  much  of  the 
widespread  business  adoption  of  IT,  including  tbe  Internet,  occurred  in  the 
1990s,  and  those  innovations  were  at  least  as  significant  as  the  changes  in  the 
1980s  (Card  and  DiNardo  2002).  In  fact,  inequality  in  the  top  of  the  distribu¬ 
tion  did  continue  to  rise,  but  after  rising  sharply  in  the  1980s,  inequality  at 
the  bottom  of  the  distribution  has  been  flat  or  declining  since. 

Goldin  and  Katz  (2008)  focus  on  changes  in  the  growth  of  the  supply 
of  skills  rather  than  on  episodic  increases  in  technological  change.  Using  the 
ratio  of  college  to  non-college  workers  as  a  measure  of  the  relative  supply 
of  skills,  they  show  this  relative  skill  supply  grew  by  3.9  percent  from  1960 
to  1980.  But  in  1980,  as  confirmed  by  Heckman  and  LaFontaine  (2010) 
and  others,  this  increase  slowed  as  high  school  graduation  rates  stopped 
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improving  and  college  completion  rates  slowed.  Goldin  and  Katz  (2008) 
show  that  a  constant  increase  in  the  demand  for  relative  skill,  combined 
with  the  post- 1980  slowdown  in  the  supply  of  relative  skill,  explains  the  time 
path  of  the  logarithm  of  the  college  wage  premium,  which  is  one  measured 
aspect  of  wage  inequality.*'  The  nature  of  rising  wage  inequality  started  to 
change  around  the  early  1990s,  becoming  increasingly  concentrated  in  the 
top  end  of  the  wage  distribution.  The  ratio  of  the  90th  to  the  50th  percentile 
of  the  wage  distribution  continued  to  grow  at  roughly  the  same  rate  it  had 
since  the  early  1980s,  whereas  inequality  at  the  bottom  (the  50-10  ratio) 
declined  somewhat  after  the  late  1980s.  Piketty  and  Saez  (2006)  find  that 
income  gains  have  increasingly  concentrated  in  the  top  10  percent  and  top  1 
percent  since  the  1980s.  The  result  has  been  a  “polarization”  or  a  “hollowing 
out”  of  the  wage  distribution,  with  relative  wage  growth  in  the  bottom  and 
especially  the  top  of  the  wage  distribution  relative  to  the  middle  (Goos  and 
Manning  2007;  Autor  2010;  Acemoglu  and  Autor  2011;  Lemieux  2006). 

Autor  and  coauthors  refine  the  earlier  skill-biased  technological 
change  literature  and  argue  that  the  changes  in  inequality  are  driven  by 
technological  change  that  substitutes  for  some  tasks  but  not  others  (Autor, 
Levy,  and  Murnane  2003;  Autor,  Katz,  and  Kearney  2006;  Acemoglu  and 
Autor  2011).  In  particular,  this  new  research  argues  that  computer  technolo¬ 
gies  complement  non-routine  cognitive  tasks,  which  tend  to  be  highly  paid; 
substitute  for  routine  tasks,  which  tend  to  be  in  occupations  with  wages  in 
the  middle  of  the  distribution;  and  have  little  effect  on  manual  tasks  that 
tend  to  be  associated  with  lower  wages.  This  technological  explanation 
for  polarization  has  been  controversial,  however,  and  Mishel,  Shierholz, 
and  Schmitt  (2013)  suggest  that  the  theory  does  not  explain  the  timing  of 
changes  in  polarization,  and  more  generally  that  occupational  employment 
and  wage  trends  do  not  explain  a  large  part  of  the  trends  in  wages  or  inequal¬ 
ity  over  time.  Moreover,  one  of  the  most  striking  changes  in  inequality  over 
the  past  three  decades— the  sharp  growth  of  incomes  at  the  very  top  of  the 
distribution— is  unlikely  to  be  related  to  technological  changes  or  to  a  rela¬ 
tive  demand  for  skill  (Alvaredo,  Atkinson,  Piketty,  and  Saez  2013). 

This  discussion  has  focused  on  whether  increases  in  productiv¬ 
ity  translate  into  increases  in  earnings  or  lead  to  increasing  inequality.  A 
related,  less-understood  question  is  whether  increasing  inequality  might 


"  Phis  theory  is  based  on  evidence  from  before  2008.  The  U.S.  economy  has  long  had 
some  skills  shortage,  which  tended  to  turn  up  in  the  form  of  wage  differentials  rather  than 
unemployment.  It  does  not  account  for  the  large  shock  in  aggregate  demand  that  characterized 
the  Cheat  Recession,  or  the  shock-driven  unemployment  rates  from  which  the  economy  is  still 
recovering. 
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directly  dampen  productivity  growth,  and  this  question  is  addressed  further 
in  Box  5-2. 

Policies  to  Foster  Productivity  Growth  and  to 
Help  Ensure  That  Everyone  Benefits  from  it 

The  benefits  of  technological  progress  do  not  accrue  only  to  those  who 
develop  new  processes  and  inventions;  they  also  spill  over  to  the  popula¬ 
tion  at  large.  For  this  reason,  the  U.S.  Government  has  a  role  in  supporting 
and  enabling  technological  development.  This  government  role  includes: 
directly  funding  or  providing  incentives  for  research  and  development 
(R&D);  providing  an  institutional,  legal,  and  regulatory  environment  that 
protects  competition,  defines  and  supports  intellectual  property  rights, 
and  thereby  encourages  private  innovation;  and  developing  human  capital 
through  education,  especially  in  scientific  and  technological  fields.  In  addi¬ 
tion,  the  government  has  a  role  in  ensuring  that  everyone  benefits  from 
those  technological  advances. 

Investments  in  R&D  often  have  “spillover”  effects;  that  is,  a  part  of 
the  returns  to  the  investment  accrue  to  parties  other  than  the  investor.  As  a 
result,  investments  that  are  worth  making  for  society  at  large  might  not  be 
profitable  for  any  one  firm,  leaving  aggregate  R&D  investment  below  the 
socially  optimal  level  (for  example.  Nelson  1959).  This  tendency  toward 
underinvestment  creates  a  role  for  research  that  is  performed  or  funded  by 
the  government  as  well  as  by  nonprofit  organizations  such  as  universities. 

'fhese  positive  spillovers  can  be  particularly  large  for  basic  scientific 
research.  Discoveries  made  through  basic  research  are  often  of  great  social 
value  because  of  their  broad  applicability,  but  are  of  little  value  to  any  indi¬ 
vidual  private  firm,  which  would  likely  have  few,  if  any,  profitable  applica¬ 
tions  for  them.  The  empirical  analyses  of  Jones  and  Williams  (1998)  and 
Bloom  et  al.  (2012)  suggest  that  the  optimal  level  of  R&D  investment  is  two 
to  four  times  the  actual  level.  Akcigit  et  al.  (2013)  also  find  underinvestment 
in  basic  research  (although,  contrary  to  the  bulk  of  the  literature,  they  find 
overinvestment  in  applied  research),  and  suggest  policies  that  are  specifically 
targeted  at  basic  research. 

Consistent  with  the  presence  of  large  spillover  benefits,  most  basic 
research  in  the  United  States  is  funded  by  the  government  and  other 
nonprofit  entities.  As  Figure  5-4  shows,  over  half  comes  from  government 
sources,  and  less  than  one-quarter  comes  from  private  industry.  Flowever, 
expenditures  on  basic  research  are  only  a  fraction  of  total  R&D  expenditures, 
as  seen  in  Figure  5-5,  and  the  private-sector  share  of  funding  for  applied 
research  and  development  is  much  higher  than  it  is  for  basic  research. 
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Box  5-2:  Does  Inequality  Affect  Productivity? 

Although  conventional  economic  models  do  not  include  the  equal¬ 
ity  of  the  income  distribution  as  a  determinant  of  economic  output, 
some  recent  research  has  focused  on  whether  increasing  income  inequal¬ 
ity  might  reduce  the  growth  rate  of  productivity.  There  are  at  least  three 
channels  that  could  produce  this  link  and,  in  each,  an  underlying  source 
of  income  inequality  potentially  leads  to  slower  productivity.  The  first 
channel  is  through  disparities  in  access  to,  and  the  quality  of,  publicly 
funded  secondary'  education:  inequality  in  educational  quality  leads  to 
disparities  in  skills,  so  an  increase  in  labor  hours  might  not  increase  labor 
quality,  slowing  labor  productivity  growth.  For  example,  Goldin  and 
Katz  (2008)  argue  that  in  the  19th  and  early  20th  centuries,  greater  access 
to  education  in  the  United  States  than  in  Europe  resulted  in  the  United 
States  having  higher  rates  of  labor  productivity  growth.  In  the  United 
States  today,  the  relevant  channel  is  not  likely  related  to  access  to  public 
schools,  but  more  likely  geographic  disparity  in  resources  available  to 
students  at  those  schools. 

A  second  channel  is  that  greater  income  inequality  creates  dispari¬ 
ties  in  the  ability  to  pay  for  privately  funded  education,  especially  pre¬ 
kindergarten  and  college.*  This  channel  too  is  relevant  because  of  the 
increasing  expense  of  post-secondary  education. 

A  third  channel,  discussed  by  Acemoglu  and  Robinson  (2011),  is 
that  sufficiently  powerful  and  entrenched  elites  have  an  incentive  to  use 
resources  to  protect  their  interest  rather  than  encourage  growth.  The 
relevance  of  Acemoglu  and  Robinson’s  examples  of  extractive  societies 
drawn  from  world  history — ancient  Rome,  the  Mayans,  slave-dependent 
economies  in  the  early  Americas,  and  so  forth — to  the  United  States 
today  is  less  clear  than  that  of  the  other  channels. 

There  have  been  some  attempts  to  use  cross-country  differences  as 
sources  of  variation  for  econometric  studies  of  the  link  from  inequality 
to  productivity  growth.  Those  attempts,  however,  confront  a  variety 
of  data  availability  and  measurement  issues,  including  comparable 
measures  of  inequality  (Fields  2001)  and  insufficient  variables  to  avoid 
spurious  effects  being  loaded  onto  the  inequality  measure  (Banerjee  and 
Duflo  2003).  In  any  event,  the  question  of  whether  the  increases  in  U.S. 
inequality  over  the  past  two  decades  have  dampened,  or  could  dampen, 
productivity  growth  remains  an  important  source  of  concern. 


’  Except  for  programs  like  Head  Start,  pre-kindergarten  education  is  privately  financed. 
Heckman,  Pinto  and  Savelyev  (2012)  contribute  and  list  literature  demonstrating  the 
importance  of  early  childhood  intervention  to  subsequent  schooling  and  other  life 
outcomes.  At  the  college  level,  nearly  all  students  pay  at  least  some  of  their  educational 
expenses. 
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l  ijziirc  5-4 

Basic  Research  Expenditures  in  the  U.S. 
by  Source  Funding,  2010 

Other 


Source:  National  Science  l  oundation.  National  I’attcrnsof  R&l)  Kcsourccs;  2010-1 1  update. 


In  addition  to  direct  funding  of  R&D,  the  government  also  pro¬ 
vides  financial  incentives  for  private  R&D  investment  through  tax  policy. 
Government  can  also  facilitate  private  R&D  investment  and  technological 
progress  by  providing  an  institutional,  legal,  and  regulatory  framework  that 
clarifies  and  enforces  intellectual  property  rights  and  thereby  ensures  that 
innovators  reap  enough  financial  rewards  from  their  innovations  to  provide 
sufficient  incentive  to  engage  in  a  closer-to-optimal  level  of  R&D.’^ 

One  important  type  of  intellectual  property  right  is  patents.  A  pat¬ 
ent  grants  the  inventor  a  temporary  exclusive  right  over  the  invention. 
Exercising  that  right  results  in  high  prices  and  profits  for  investments  that 
are  successfully  commercialized,  and  those  profits  provide  an  incentive  to 
invent.  However,  the  exercise  of  the  exclusive  right  will  also  raise  prices  on 
inventions  that  would  have  been  created  even  with  weaker  patent  protection 
or  with  none  at  all,  and  these  higher  prices  harm  consumers.  Moreover, 
because  patented  inventions  are  sometimes  used  as  inputs  in  creating 
additional  innovations,  the  higher  prices  created  by  patents  (as  well  as  the 
associated  legal  and  administrative  burdens,  such  as  negotiating  licenses) 
could  slow  down  subsequent  innovation.  As  discussed  further  below,  a 
central  economic  challenge  of  patent  policy  is  to  strike  the  right  balance 


Research  in  development  economics  suggests  that  a  key  factor  in  the  economic  performance 
of  a  countr)’  is  its  “institutions,”  such  as  rule  of  law  and  clear  property  rights  (Hall  and  Jones 
1999,  Rodrik  et  al.,  2004). 
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between  providing  an  economic  incentive  to  invent  and  the  potential  harm 
from  the  exercise  of  patent  rights.  At  a  minimum,  it  is  important  to  ensure 
that  patents  are  not  wrongly  issued,  but  rather  are  only  issued  for  inventions 
that  are  non-obvious,  useful,  and  inventive. 

The  government  can  also  lay  the  groundwork  for  greater  creativ¬ 
ity  and  invention  by  supporting  the  development  of  human  capital. 
Investments  and  improvements  in  education  and  training,  particularly  in 
the  Science,  Technology,  Engineering,  and  Mathematics  (STEM)  fields, 
foster  the  innovation  workforce  of  the  future.'^  The  productivity  of  these 
workers  can  be  enhanced  by  investment  in  “innovation  clusters,”  which  are 
dense  concentrations  of  firms  and  of  highly  skilled  personnel,  usually  close 
to  a  major  research  university,  whose  mutual  proximity  can  further  promote 
innovation  (see  Greenstone,  Hornbeck,  and  Moretti  2008). 

Immigration  reform  is  another  human  capital  policy  that  has  the 
potential  to  increase  the  pace  of  innovation.  Studies  have  found  that  foreign- 
nationals  living  in  the  United  States  authored  or  co-authored  over  25  per¬ 
cent  of  U.S.  patent  applications  in  2006,  and  that  over  75  percent  of  patents 
awarded  to  the  top  10  patent-producing  American  universities  in  2011  had  at 

”  As  discussed  in  Delgado  et  al.  (2012),  one  determinant  of  a  countr)'’s  economic  performance 
is  its  science  and  innovation  infrastructure.  The  authors  include  in  this  category  a  number 
of  elements  that  can  be  influenced  by  supportive  government  policy,  such  as  the  quality  of 
.scientific  re.search  institutions  and  the  quality  of  math  and  science  education. 
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least  one  foreign-born  inventor.  Moreover,  the  innovation  benefits  of  immi¬ 
gration  are  not  confined  to  the  immigration  of  innovators.  Immigration  of 
low-skilled  workers,  as  well  as  immigration  of  high-skilled  workers  who  are 
not  innovators,  can  spur  innovation  indirectly  by  increasing  specialization. 
When  more  non-innovators  are  present  to  specialize  more  completely  in 
their  occupations,  they  enable  innovators  to  specialize  more  completely  in 
theirs.  The  Congressional  Budget  Office  (2013)  projects  that  the  additional 
immigration  resulting  from  the  Border  Security,  Economic  Opportunity, 
and  Immigration  Modernization  Act,  as  passed  by  the  Senate,  would  raise 
total  factor  productivity  by  roughly  0.7  percent  in  2023  and  by  roughly  1.0 
percent  in  2033  as  a  result  of  increased  innovation  and  task  specialization. 

Finally,  the  government  has  an  important  role  in  ensuring  that  access 
to  the  technologies  that  catalyze  productivity  growth,  and  to  the  technolo¬ 
gies  and  products  that  are  the  fruits  of  that  productivity  growth,  are  broadly 
available  throughout  American  society.  Sharing  these  benefits  increases 
welfare  directly,  and  also  ensures  that  the  broad  population  maintains  the 
technological  skills  needed  in  the  workplace  and  for  the  education  of  current 
and  future  generations. 

This  chapter  now  turns  from  a  general  discussion  of  the  role  of  gov¬ 
ernment  policy  in  achieving  technological  progress  to  a  focus  on  two  key 
current  areas  that  are  important  for  productivity  growth  and  that  are  also 
a  focus  of  the  Administration’s  policies:  telecommunications  and  patent 
reform. 

Telecommunications  and  Productivity  Growth 

The  telecommunications  industr)'  is  an  important  one  for  fostering 
productivity  growth.  Improved  telecommunications  infrastructure,  particu¬ 
larly  fast  and  widely  accessible  wired  and  wireless  broadband  networks,  is 
a  critical  factor  in  enabling  important  technological  advances  in  business, 
health  care,  education,  public  safety,  entertainment,  and  more.  Government 
policies  have  an  important  role  to  play  in  facilitating  and  catalyzing  these 
improvements,  as  discussed  below.  In  this  chapter,  telecommunications 
policy  is  discussed  in  particular  detail,  in  part  due  to  its  importance,  and  in 
part  because  it  seiwes  as  a  good  illustration  of  more  general  economic  and 
policy  principles. 

Innovation  and  Investment 

d'he  telecommunications  sector  is  a  major  success  story  in  the  U.S. 
economy.  A  recent  White  House  (2013)  report.  Four  Years  of  Broadband 
Growth,  documents  many  of  the  striking  facts,  including: 
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•  Just  two  of  the  largest  U.S.  telecommunications  companies  account 
for  greater  combined  stateside  investment  than  the  top  five  oil/gas  compa¬ 
nies,  and  nearly  four  times  more  than  the  big  three  auto  companies  com¬ 
bined,  as  seen  in  Figure  5-6. 

•  Between  2009  and  2012,  annual  investment  in  U.S.  wireless  net¬ 
works  grew  more  than  40  percent,  from  $21  billion  to  $30  billion.  During 
that  period,  investment  in  European  wireless  networks  remained  flat,  and 
wireless  investment  in  Asia  (including  China)  rose  only  4  percent.  The 
report  projected  that  U.S.  wireless  network  investment  would  increase  fur¬ 
ther  in  2013,  to  $35  billion. 

•  'fhe  United  States  leads  the  world  in  the  availability  of  advanced  4G 
wireless  broadband  Internet  sendees  such  as  LTE;  nearly  half  of  the  global 
subscriber  base  for  4G  LTE  is  in  the  United  States. 

•  The  United  States  ranks  among  the  top  countries  in  the  world  in  the 
amount  of  currently  licensed  spectrum  available  for  mobile  broadband. 

This  infrastructure  is  at  the  center  of  a  vibrant  ecosystem  that  includes 
smartphone  design,  mobile  applications  development,  and  the  use  of  these 
technologies  to  effect  broader  changes  in  the  economy  and  society — all  of  it 
centered  in  the  United  States.  The  mobile  applications  industry  is  forecast 
to  generate  more  than  $25  billion  in  revenue  in  2013,  rising  to  $74  billion 
in  2017,  with  nearly  2  million  applications  available  for  download  at  the 
two  largest  mobile  app  stores.  Improved  telecommunications  has  also  con¬ 
tributed  to  changes  in  the  way  that  business  is  organized,  and  in  ways  that 
may  lead  to  further  improvements  in  productivity.  An  example  of  this  is 
discussed  in  Box  5-3. 

Four  Key  Areas  for  Telecommunications  Policy 

The  U.S.  Government  can  support  innovation  and  investment  in  tele¬ 
communications  through  the  same  general  policies  discussed  above:  direct 
government  investment  in  research  and  development;  catalyzing  private 
innovation  through  policies  such  as  reforming  and  extending  the  Research 
and  Experimentation  Tax  Credit;  catalyzing  technological  infrastructure 
investment  in  areas  like  broadband;  and  ensuring  that  ever)'one  benefits 
from  broadband  technologies. 

Government  Investments  in  Research  and  Development.  As  discussed 
above,  spillover  benefits  to  research  and  development,  especially  for  basic 
science  and  technology,  creates  a  role  for  direct  government  investment. 
Perhaps  the  most  famous  government  investment  in  telecommunications 
technology  was  the  Defense  Advanced  Research  Projects  Agency  (DARPA) 
development  of  the  Internet.  But  DARPA  has  provided  other  important 
defense-based  public  research  contributions  as  well.  These  contributions 
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I'igure  5-6 

Relative  Investment  of  the  Telecommunications  Sector,  2011 
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include  the  radio  and,  more  recently.  Global  Positioning  Systems,  which 
today  are  central  to  a  huge  number  of  consumer  applications. 

Today,  the  Department  of  Defense  (DOD)  continues  to  play  an  impor¬ 
tant  role  in  telecommunications  research,  particularly  in  helping  to  develop 
ideas  and  technologies  for  sharing  of  electromagnetic  spectrum  frequency 
bands  between  different  users,  including  between  government  and  private 
users.  This,  as  discussed  further  below,  has  been  identified  as  important  for 
efficient  spectrum  management  in  the  future  (PCAST  2012).  For  example, 
DOD  has  solicited  innovative  research  proposals  aimed  at  efficient  and  reli¬ 
able  sharing  of  spectrum  between  radar  and  communications  systems.  All 
told,  $100  million  in  Federal  investments  are  being  targeted  toward  spec¬ 
trum  sharing  and  advanced  communications  through  the  National  Science 
Foundation  (NSF),  DARPA,  and  the  Commerce  Department. 

Catalyzing  Private  Investment.  Reforming,  expanding,  and  making 
permanent  the  Research  and  Experimentation  Tax  Credit  would  increase 
investment  in  telecommunications  technology,  accelerating  innovation. 
Immigration  reform  would  accelerate  innovation  as  well.  Reforming  the 
patent  system  is  also  important  in  this  industiy,  especially  for  technology 
deployed  in  smartphones,  which  are  complex  devices  that  embody  thou¬ 
sands  of  patents.  The  increasing  frequency  of  patent  disputes  in  this  area 
suggests  that  there  may  be  increasing  costs  to  navigating  the  appropriate 
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Box  5-3:  Just-in-Time  Manufacturing 

The  just-in-time  (JIT)  approach  to  manufacturing  aims  to  maxi¬ 
mize  profits  by  dramatically  reducing  inventories  and  their  costs.  By 
minimizing  the  time  that  inventory  is  held,  the  system  allows  a  fixed 
amount  of  inventory  space  to  be  used  more  productively;  that  is,  by 
processing  more  goods  through  the  fixed  spaced  during  a  fixed  amount 
of  time.  Agrawal  (2010)  delineates  channels  through  which  the  JIT 
approach  can  reduce  costs,  improve  quality  and  customer  service,  main¬ 
tain  flexibility,  and  promote  logistical  efficiency.  Many  of  these  channels 
now  rely  on  improved  information  and  telecommunications  technology. 
Since  JIT  requires  precise  coordination  between  demand  and  supply, 
the  contemporaneous  tracking  of  each  is  essential.  On  the  supply  side, 
Zhang  et  al.  (2012)  argue  that  radio  frequency  identification  technol¬ 
ogy  can  provide  firms  with  precise,  accurate,  real-time  information  on 
materials  as  they  pass  through  the  manufacturing  process.  But  technol¬ 
ogy  that  makes  JIT  feasible  is  only  one  requirement.  Other  studies  (Hur, 
Jeong  and  Suh  2009,  Tayal  2012,  Fairris  and  Brenner  2001,  Agrawal 
2010,  Sim  and  Koh  2003)  show  that  organizational  experimentation, 
innovation,  and  learning  in  using  the  technology  can  also  be  necessary 
to  realizing  productivity  gains. 


licenses.  If  these  costs  are  high  enough  to  adversely  affect  the  introduction  of 
new  products,  then  patent  reform  is  particularly  important  for  the  telecom¬ 
munications  industry. 

Catalyzing  Technological  Infrastructure  Investment.  The  Federal 
Government  funded  the  country’s  first  investment  in  telecommunications 
infrastructure,  a  telegraph  line  from  Washington  D.C.  to  Baltimore  built  in 
the  1840s.  But  since  then,  appropriately,  the  vast  majority  of  technological 
infrastructure  investment  has  been  private.  Over  the  course  of  decades,  an 
extraordinary  expansion  of  telecommunications  infrastructure  made  basic 
telephone  service  available  to  nearly  every  resident  of  the  countiy,  far  sooner 
than  in  most  other  countries,  which  is  a  remarkable  achievement  given  the 
large  size  and  relatively  low  population  density  of  the  United  States. 

Public  policy  encouraged  these  investments.  Many  private  carriers,  as 
regulated  monopolies,  were  permitted  to  charge  high  rates  for  long-distance 
calls,  business  service,  and  the  telephones  themselves.  A  portion  of  the 
resulting  funds  were  required  to  be  used  to  subsidize  basic  local  phone  ser¬ 
vice,  particularly  in  rural  and  other  areas  that  are  costly  to  serve  due  to  low 
population  density  and  geographic  factors.  The  Telecommunications  Act  of 
1996  sought  to  reform  and  improve  upon  telecommunications  regulation 
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by  enabling  greater  competition,  particularly  in  local  and  long-distance 
telephone  sendee,  and  by  rationalizing,  and  making  explicit,  the  subsidy 
system  supporting  service  in  high-cost  areas.  Substantial  additional  private 
investment  followed. 

In  recent  years,  the  U.S.  Government  has  further  facilitated  private 
telecommunications  investment  through  favorable  tax  policy.  In  2010,  the 
President  proposed  and  signed  into  law  the  largest  temporary  investment 
incentive  in  history — 100-percent  expensing — that,  together  with  the  bonus 
depreciation  that  preceded  and  followed  it,  played  a  critical  role  in  increas¬ 
ing  and  accelerating  investment,  including  the  substantial  increases  in 
both  wired  and  wireless  investment  in  the  telecommunications  sector.  For 
example,  two  major  companies  in  a  joint  statement  said  that,  “despite  the 
downturn  in  the  economy,  the  cable  communications  sector  has  been  able 
to  continue  steady  investment  and  to  retain  jobs  as  a  result  of  policies  like 
100-percent  expensing.” 

Catalyzing  investment  in  mobile  broadband  infrastructure  is  espe¬ 
cially  important  given  the  rapidly  growing  usage  and  the  scarcity  of  elec¬ 
tromagnetic  spectrum  for  carrying  wireless  broadband  traffic.  In  2010, 
Federal  Communication  Commission  experts  predicted  that  the  needs  for 
broadband  capacity  will  overwhelm  available  spectrum  (the  “spectrum 
crunch”).  If  allowed  to  happen,  this  would  result  in  higher  prices  for  mobile 
broadband  sendees,  as  well  as  reduced  growth  in  broadband-based  innova¬ 
tion,  services,  and  employment.  The  scarcity  of  broadband  capacity  can  be 
alleviated  through  increased  investment  (denser  transmission  infrastructure 
means  more  traffic  on  a  given  spectrum  frequency),  fuller  deployment  of 
spectrum  already  licensed  to  wireless  carriers,  spectrum  license  consolida¬ 
tion,  technological  advancement,  and  improvements  in  spectrum  policy. 

One  important  initiative  is  to  seek  to  reallocate  public  spectrum  when 
it  has  a  more  valuable  private  use.  The  Federal  Government  is  a  major  user 
of  spectrum,  as  Figure  5-7  shows.  Most  of  this  usage  involves  national  secu¬ 
rity  and  law  enforcement  functions,  as  shown  in  Figure  5-8.  Federal  use  of 
spectrum  is  valuable,  but  it  is  not  costless.  As  an  economic  matter,  if  a  par¬ 
ticular  spectrum  band  would  produce  a  larger  net  social  surplus  in  private 
hands  than  in  public  hands,  then  it  should  be  reallocated,  and  vice-versa. 
'Fhat  is,  the  Federal  Government  can  alleviate  spectrum  scarcity  by  hav¬ 
ing  government  agencies  vacate  certain  spectrum  bands  entirely,  or  share 
them  with  private  users,  when  this  can  be  achieved  without  compromising 
the  agencies’  vital  missions  (which  in  many  cases  involve  safety-of-life  and 
national  security)  and  when  the  associated  costs  of  relocating  government 
operations  out  of  those  bands  are  justified  by  the  social  value  that  will  be 
unlocked  as  a  result  of  the  reallocation  to  the  private  sector.  The  vacated 
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spectrum  could  then  be  auctioned  off  to  commercial  users  or,  if  appropri¬ 
ate,  made  widely  available  on  an  unlicensed  basis  (more  on  this  below).  The 
Federal  user  would  be  relocated  to  alternative  spectrum  that  could  be  used 
more  intensively  and  economically,  particularly  if  additional  resources  were 
made  available  for  investment  in  newer  equipment. 

In  addition  to  economizing  on  its  aggregate  spectrum  usage,  the  gov¬ 
ernment  can  further  alleviate  spectrum  scarcity  by  rationalizing  spectrum 
allocation.  There  are  some  spectrum  bands  that,  above  and  beyond  the 
properties  that  make  them  valuable  in  general  (for  example,  strong  propa¬ 
gation  through  buildings  and  in  rural  areas),  are  particularly  valuable  for 
commercial  applications,  such  as  if  they  are  complementar)'  to  other  com¬ 
mercial  spectrum  bands.  In  those  cases,  value  can  be  unlocked  by  having  the 
government  relocate  from  those  bands  to  other  bands  that  do  not  have  that 
property — again,  under  the  condition  that  this  can  be  done  without  compro¬ 
mising  vital  missions  and  that  the  relocation  costs  are  not  prohibitively  high. 

Box  5-4  describes  several  spectrum  investment  policies  that  have  been 
undertaken  or  proposed  by  the  Administration. 

There  is  also  substantial  scope  to  reallocate  some  spectrum  currently 
licensed  to  private  entities  to  a  more  valuable  use  in  wireless  broadband. 
Some  incumbent  firms,  such  as  over-the-air  broadcast  television  stations, 
hold  rights  to  spectrum  that  are  much  more  valuable  as  wireless  broadband 
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I'igure  5-8 

Federal  Agencies  with  Most  Spectrum  Assignments 


Note:  "Othci  l  alfitil  Agencies"  inel tides  Interior,  Agrienltnre,  1  jiergs ,  (ioinineree,  and  the  other 
lentaining  48  agencies  and  depiirtnieiits  w  ith  s|Ketnmi  lre(|iieney  assignments. 

Source:  Niitional  ’ieleeomni  tint  cations  and  Inf  bniiiition  .\dminstration,  Ciot  eminent  N  laster  file 
(2010);  (iovemnient  Aecountahilits Office  Analysis. 


spectrum.  'I’he  2010  National  Broadband  Plan  introduced  the  idea  of 
“incentive  auctions”  as  a  tool  to  help  meet  the  nation’s  spectrum  needs  by 
giving  those  rights-holders  a  share  of  the  auction  proceeds  if  they  relinquish 
their  rights.  In  the  Spectrum  Act  of  2012,  Congress  authorized  the  Federal 
Communications  Commission  to  conduct  incentive  auctions  and  directed 
that  the  FCC  use  this  innovative  tool  for  an  incentive  auction  of  broadcast 
television  spectrum.  In  September  2012,  the  FCC  adopted  a  Notice  of 
Proposed  Rulemaking  in  order  to  develop  a  rulemaking  record  that  will 
enable  the  Commission  to  meet  the  challenges  presented  by  the  Spectrum 
Act’s  unique  grant  of  authority.  The  magnitude  of  potential  gains  to  social 
surplus  are  enormous  when  broadcasters  with  access  to  new,  more-efficient 
transmission  technologies  that  use  less  spectrum,  or  with  a  small  and  shrink¬ 
ing  base  of  over-the-air  viewers  and  annual  revenue  in  the  low  millions  of 
dollars,  will  have  an  incentive  to  relinquish  spectrum  that,  when  reconfig¬ 
ured  for  commercial  broadband  use,  will  be  sold  for  hundreds  of  millions  of 
dollars  to  companies  that  will  use  it  to  improve  services  for  a  vastly  greater 
number  of  broadband  customers. 

Some  spectrum  can  be  used  effectively  without  being  licensed  at  all, 
but  rather  made  available  for  anyone  to  use  on  an  unlicensed  basis.  Just 
as  some  roads  seldom  experience  traffic  jams,  in  some  instances  certain 
spectrum  bands  do  not  become  highly  congested  even  when  access  is  free. 
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Box  5-4:  Spectrum  Investment  Policies 

In  2010,  the  President  issued  a  Presidential  Memorandum 
called  “Unleashing  the  Wireless  Broadband  Revolution,”  which 
directed  the  Secretary  of  Commerce,  working  through  the  National 
Telecommunications  and  Information  Administration  (NTIA),  to  col¬ 
laborate  with  the  Federal  Communications  Commission  (FCC)  to  make 
available  a  total  of  500  megahertz  (MHz)  of  Federal  and  nonfederal  spec¬ 
trum  over  the  next  10  years,  suitable  for  both  mobile  and  fixed  wireless 
broadband  use,  nearly  doubling  the  amount  of  spectrum  available  for 
such  purposes.  The  Secretary  of  Commerce  has  been  facilitating  discus¬ 
sions  between  agencies  and  nonfederal  entities  that  have  produced  an 
unprecedented  level  of  information-sharing  and  collaboration  to  identify 
opportunities  for  agencies  to  relinquish  or  share  spectrum,  currently 
focusing  on  the  1695-1710  MHz  band,  the  1755-1850  MHz  band,  the 
3550-3650  MHz  band,  and  the  5350-5470  and  5850-5925  MHz  bands. 

The  President’s  fiscal  year  2015  budget  would  invest  $7.5  million 
to  monitor  spectrum  use  by  Federal  agencies  in  high-priority  markets  to 
identify  opportunities  for  repurposing  spectrum  through  auctions,  while 
protecting  Federal  missions.  This  budget  proposal  builds  on  the  Middle 
Class  Tax  Relief  and  Job  Creation  Act  of  2012  by  proposing  to  authorize 
use  of  a  spectrum  license  user  fee  for  licenses  not  currently  awarded 
via  auctions  (for  example,  international  satellite  licenses),  to  promote 
efficient  utilization  of  spectrum.  This  fee  would  raise  nearly  $5  billion 
over  the  next  10  years,  and  would  continue  to  encourage  more  efficient 
allocation  and  use  of  spectrum. 


Unlicensed  spectrum  plays  an  important  role  in  the  broadband  ecosystem, 
enabling  Wi-Fi,  Bluetooth,  “smart  homes,”  and  more,  which  operate  on 
unlicensed  spectrum  using  devices  whose  power  is  low  enough  that  interfer¬ 
ence  among  numerous  devices  sharing  the  spectrum  is  not  a  major  concern. 
It  also  helps  to  alleviate  scarcity  in  licensed  spectrum  bands.  This  is  because 
a  great  deal  of  mobile  usage  is  not  the  “on-the-go/in  transit”  mobile  usage 
that  must  be  transmitted  on  a  carrier’s  licensed  mobile  network,  but  rather 
is  so-called  “nomadic”  usage  (for  example,  at  home,  office,  or  other  fixed 
location),  that  is  amenable  to  carriage  mostly  by  a  wired  broadband  connec¬ 
tion  and  then  wirelessly  completed  using  a  nearby  unlicensed  Wi-Fi  router. 
For  this  reason,  the  licensed  carriers  are  investing  heavily  in  the  deployment 
and  use  of  Wi-Fi  networks.  The  value  of  this  unlicensed  spectrum  has  been 
estimated  at  $16  billion  to  $37  billion  per  year. 

In  February,  the  FCC  proposed  to  make  available  up  to  195  mega¬ 
hertz  of  additional  spectrum  in  the  5-gigahertz  band  for  unlicensed  wireless 
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devices,  a  35  percent  increase.  This  band  was  selected  for  unlicensed  use 
in  part  because  the  presence  of  incumbent  users  of  this  band,  including 
automobile  makers  that  have  been  developing  short-range  communications 
capabilities  that  could  greatly  improve  traffic  safety  and  efficiency,  make  it 
a  poor  candidate  for  being  vacated  and  auctioned  off  for  licensed  use.  To 
unlock  the  value  of  the  band  for  unlicensed  use,  the  FCC  has  also  proposed 
to  create  a  more  flexible  regulatory  environment,  and  to  streamline  existing 
rules  and  equipment  authorization  procedures  for  devices  throughout  this 
band.  Currently  ongoing  is  the  process  of  identifying  regulatory  changes 
that  strike  the  best  balance  between  unlocking  the  value  of  this  spectrum 
for  unlicensed  use  on  the  one  hand,  and  avoiding  harmful  interference  with 
incumbent  users  on  the  other. 

(dealing  Federal  Government  spectrum  for  exclusive  licensed  use, 
and  making  it  available  for  shared  unlicensed  use,  remain  viable  solutions 
in  the  near  term.  However,  given  the  dramatic  spectrum  challenge  and  the 
fact  that  much  of  the  lowest-hanging  fruit  for  reallocation  has  already  been 
picked,  it  is  also  important  to  focus  on  newer  and  more  innovative  ideas. 
'I'hese  ideas  include  new  advances  in  the  sharing  of  spectrum  between  dif¬ 
ferent  users,  particularly  between  government  and  private  users.  Innovation 
in  spectrum  sharing  is  both  promising  and  necessary,  as  there  are  some 
spectrum  bands  that  the  government  cannot  vacate  entirely,  but  that  nev¬ 
ertheless  have  unused  capacity,  and  that  with  appropriate  processes  and 
procedures  in  place  could  be  shared,  accommodating  some  valuable  private 
usage  without  compromising  mission-critical  functions. 

The  President’s  Council  of  Advisors  on  Science  and  Technology 
(PCAST)  released  a  report  estimating  that  “in  the  best  circumstances,  the 
amount  of  effective  capacity  that  can  be  obtained  from  a  given  band  of 
spectrum  can  be  increased  thousands  of  times  over  current  usage  through 
dynamic  sharing  techniques  that  make  optimal  use  of  frequency,  geography, 
time  and  certain  other  physical  properties  of  the  specific  new  radio  systems 
(PCAST  2012).” 

The  2010  Presidential  Memorandum  that  set  the  Administration’s 
spectrum  goal  contemplated  the  sharing  of  Federal  Government  spectrum 
as  one  means  of  achieving  that  goal.  More  recently,  in  June  2013,  another 
Presidential  Memorandum  established  a  Spectrum  Policy  Team  in  the 
Executive  Office  of  the  President,  which  was  charged  with  the  mandate 
to  “monitor  and  support  advances  in  spectrum  sharing  policies  and  tech¬ 
nologies.”  That  Memorandum  also  contains  measures  to  facilitate  research, 
development,  testing,  and  evaluation  of  technologies  to  enhance  spectrum 
sharing  and  other  spectrum-related  efficiencies. 
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'I’o  stimulate  investment  in  more  advanced  forms  of  spectrum  shar¬ 
ing,  the  Defense  Advanced  Research  Projects  Agency  (DARPA)  is  soliciting 
innovative  research  proposals  aimed  at  efficient  and  reliable  sharing  of 
spectrum  between  radar  and  communications  systems.  Consistent  with  its 
history  of  promoting  groundbreaking  technological  breakthroughs  for  both 
military  and  commercial  use,  DARPA  is  seeking  “innovative  approaches 
that  enable  revolutionary  advances”  in  spectrum  sharing,  specifically  in  the 
spectrum  bands  that  are  most  amenable  to  broadband  and  communications 
services.  'I'he  program  may  fund  multi-year  projects  designed  either  to  sig¬ 
nificantly  modify  existing  radar  and  communications  systems  or  to  unveil 
new  system  architectures  redesigned  from  the  ground  up. 

By  itself,  making  additional  Federal  spectrum  available  for  commer¬ 
cial  use,  whether  on  an  exclusive  or  a  shared  basis,  is  unlikely  to  be  sufficient 
to  keep  up  with  the  exploding  demand  for  bandwidth.  The  ambitious  goal  of 
freeing  up  500  MHz  of  spectrum  would  nearly  double  the  amount  of  wire¬ 
less  spectrum  available  for  mobile  broadband  over  the  course  of  a  decade, 
but  even  that  may  not  be  enough  to  keep  up  with  spectrum  usage  growth. 
'I’herefore,  it  is  important  to  do  everything  from  increasing  investments  in 
wired  broadband  networks  that  can  offload  some  of  the  demand  (often  mak¬ 
ing  the  last  connection  wireless,  but  through  Wi-Fi  rather  than  cellular),  to 
increasing  the  density  of  wireless  cells,  to  encouraging  technological  innova¬ 
tions  for  using  spectrum  more  efficiently. 

The  Administration  is  trying  to  help  with  these  efforts  in  a  variety  of 
other  ways,  including  the  June  2012  Executive  Order  issued  by  the  President 
specifying  a  number  of  steps  that  will  ease  and  facilitate  carriers’  access  to 
Federal  land  and  buildings  for  purposes  of  deploying  broadband  infrastruc¬ 
ture,  including  cell  towers. 

Ensuring  Everyone  Benefits.  It  is  important  to  ensure  broad  participa¬ 
tion  in  the  benefits  of  broadband  telecommunications  technologies,  because 
broad  participation  allows  more  people  to  use  those  benefits  to  develop  their 
talents,  which  lead  to  higher  economic  growth  and  higher  living  standards  in 
the  future.  One  element  of  broad  participation  is  ensuring  that  technology 
and  its  products  are  affordable.  To  that  end,  vigorous  antitrust  enforcement 
is  critical  to  ensure  that  that  prices  are  not  inflated  and  choices  not  limited 
by  lack  of  competition.  This  has  been  a  focus  of  the  law  enforcement  agen¬ 
cies,  and  is  also  important  as  a  policy  consideration  going  forward. 

The  Obama  Administration  has  made  critical  investments  in  expand¬ 
ing  broadband  to  underserved  communities.  The  American  Recovery  and 
I^einvestment  Act  of  2009  included  $6.9  billion  in  funding  to  upgrade  the 
nation’s  broadband  infrastructure,  with  $4.4  billion  administered  by  the 
Department  of  Commerce’s  National  Telecommunications  and  Information 
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Administration,  and  $2.5  billion  by  the  Department  of  Agriculture’s  Rural 
Utilities  Service.  Of  these  funds,  a  total  of  $4.4  billion  (as  of  the  end  of  May 
2013)  went  to  fund  more  than  more  than  325  broadband  projects  through 
the  Broadband  fechnology  Opportunities  Program  and  the  Broadband 
Initiatives  Program.  4’he  Federal  Communications  Commission  has  also 
played  an  important  role  in  expanding  broadband  deployment  in  unserved 
and  underserved  areas  through  Universal  Service  Reform  and  the  establish¬ 
ment  of  a  $4.5  billion  annual  Connect  America  Fund,  which  reallocates 
funds  previously  used  to  support  voice  service. 

Kducation  researchers  have  long  believed  that  technology  holds  the 
potential  to  profoundly  impact  the  classroom  experience,  from  allowing 
students  to  interact  with  course  content  in  new  and  personalized  ways  to 
helping  teachers  understand  what  lessons  and  techniques  are  most  effective. 
By  making  the  ever-expanding  collection  of  educational  resources  available 
on  the  Internet  accessible  to  teachers  and  students  in  classrooms,  tech¬ 
nologically  equipped  schools  enhance  learning  by  gaining  access  to  those 
resources,  rather  than  being  limited  to  resources  that  are  physically  at  hand. 

Although  more  high  quality  research  on  the  effectiveness  of  online 
educational  tools  is  still  needed,  these  tools  do  show  promise.  A  meta¬ 
analysis  of  experimental  or  quasi-experimental  studies  of  the  effects  of 
online  education  conducted  by  the  Department  of  Education  in  2010  found 
that  students  who  receive  instruction  that  combines  online  and  face-to-face 
elements  performed  better  than  students  who  received  either  exclusively 
online,  or  exclusively  face-to-face,  instruction.  Other  factors  such  as  instruc¬ 
tion  time  or  curriculum  may  contribute  to  this  positive  effect,  but  the  meta¬ 
analysis  suggests  that  further  research  on  designing,  implementing,  and 
evaluating  these  blended  approaches  may  be  worthwhile. 

Instruction  methods  that  incorporate  computers  have  also  shown 
promise  in  mathematics  education.  Barrow,  Markman,  and  Rouse  (2009) 
found  that  students  who  were  randomly  assigned  to  participate  in  and  com¬ 
plete  computerized  math  lessons  at  their  own  pace  scored  0.17  to  0.25  stan¬ 
dard  deviations  higher  on  mathematics  achievement  tests  than  students  who 
received  traditional  instruction.  Computer-aided  mathematics  instruction 
has  been  shown  to  have  similar  effects  in  other  contexts.  In  an  experimental 
study,  Banerjee  et  al.  (2007)  find  that  playing  educational  math  games  on 
computers  for  two  hours  a  week  improved  the  math  scores  of  impoverished 
elementary  school  students  in  India  by  0.47  standard  deviations.  In  another 
experiment,  Carillo,  Onofa,  and  Ponce  (2010)  find  poor  Ecuadoran  elemen¬ 
tary  school  students  who  used  adaptive  math  and  language  software  for 
three  hours  a  week  improved  their  math  scores  by  0.30  standard  deviations. 
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Because  current  uses  of  technology  can  enhance  learning  and  the 
potential  of  future  developments  is  untold,  it  is  critically  important  that  all 
students  have  access  to  21st  century  classrooms.  The  ConnectED  program, 
announced  by  President  Obama  in  June  2013,  takes  important  steps  to 
ensure  that  the  benefits  of  improvements  in  educational  technology  will 
be  made  widely  available.  While  initiatives  like  the  FCC’s  E-Rate  program, 
established  under  the  Telecommunications  Act  of  1996,  have  helped  bring 
Internet  access  to  almost  every  school  in  the  nation,  many  schools  do  not 
have  access  to  the  fast  broadband  speeds  enjoyed  by  most  businesses  and 
households.  Further,  the  E-Rate  program  was  designed  primarily  to  bring 
Internet  access  to  the  school,  with  less  priority  on  ensuring  that  access  was 
available  throughout  the  school,  such  as  via  Wi-Fi  technology.  As  a  result, 
62  percent  of  school  districts  say  their  bandwidth  needs  will  outstrip  their 
connections  within  the  next  12  months,  and  99  percent  say  that  this  will 
happen  within  three  years. 

ConnectED  will  bring  high-speed  broadband  and  wireless  Internet 
access  to  99  percent  of  America’s  students  in  their  school  classrooms  and 
libraries  within  five  years.  To  make  the  most  of  this  enhanced  connectivity, 
ConnectED  will  refocus  existing  professional  development  funds  to  train 
teachers  to  take  full  advantage  of  these  resources  in  order  to  improve  student 
learning.  Finally,  by  equipping  schools  with  the  broadband  Internet  access 
necessary  to  make  use  of  high-tech  educational  devices,  ConnectED  will 
deepen  the  market  for  such  devices,  as  well  as  the  digital  educational  content 
with  which  they  interact,  spurring  private-sector  innovation  in  this  area. 

The  President  has  called  on  the  FCC  to  modernize  the  E-Rate  pro¬ 
gram,  and  has  also  called  on  the  expertise  of  the  NTIA,  in  order  to  deliver 
this  connectivity  and  meet  the  goal  of  connecting  99  percent  of  America’s 
students  to  the  digital  age  within  five  years  through  next-generation  broad¬ 
band  and  high-speed  wireless  in  their  schools  and  libraries.  Answering  that 
call,  the  FCC  announced  in  Februaiy  2014  that  it  would  invest  $2  billion  to 
connect  20  million  students  over  the  next  two  years,  representing  a  crucial 
down-payment  on  reaching  the  President’s  goal.  The  initiative,  however,  is 
not  just  about  infrastructure.  The  President  announced  in  Februaiy  over 
$750  million  in  private  sector  commitments  to  help  fill  out  this  vision  of 
a  connected  classroom  through  the  digital  devices,  content  and  learning 
software,  home  wireless  access,  and  teacher  training  necessary  to  make  the 
best  possible  use  of  this  infrastructure.  By  leveraging  all  these  resources,  we 
are  making  substantial  progress  toward  a  world-class  education  for  every 
student  that  does  not  depend  on  their  family’s  income  or  on  the  zip  code  in 
which  they  were  born. 
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Figure  5-9 

Perrentage  of  Households  with  Access  to  Download  Speeds 
of  6  .Megabit  per  Second  or  Greater 
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Finally,  it  is  crucial  that  the  benefits  of  broadband  technology  growth 
be  consistent  with  privacy  and  security.  Also,  the  free  expression  of  ideas 
must  be  protected,  so  technological  development  must  proceed  in  a  way  that 
is  consistent  with  an  open  Internet. 

Challenges  to  Broad  Adoption  of  Telecommunications  Technology 

Broad  adoption  of  telecommunications  technologies  faces  several 
challenges.  For  example,  these  technologies  are  unevenly  adopted  across 
different  education  and  income  levels.  Home  broadband  adoption  is  more 
than  twice  as  high  for  college  graduates  as  for  high  school  dropouts.  Overall, 
30  percent  of  Americans  do  not  use  broadband  at  home,  and  many  of  these 
non-users  are  in  lower-income  households.  Rural  areas  also  lag  in  adop¬ 
tion.  As  illustrated  in  Figure  5-9,  nearly  all  urban  residents  have  access  to 
6  megabits  per  second  downloads,  but  only  82  percent  of  residents  in  rural 
communities  can  access  those  speeds,  and  the  disparity  becomes  even  larger 
at  faster  speeds. 

One  reason  some  households  do  not  adopt  broadband  is  cost:  unlike 
the  sharp  price  declines  seen  for  technological  hardware,  such  as  computers, 
the  prices  consumers  pay  for  Internet  access  have  remained  steady  or  risen. 
But  while  broadband  prices  have  not  fallen  sharply,  the  speeds  that  are  avail¬ 
able  at  a  given  price  today  are  often  considerably  faster  than  the  available 
speeds  at  the  same  price  several  years  ago,  which  means  that  value  for  money 
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Box  5-5:  Electronic  Health  Records 

Technological  advances  in  Health  Information  Technology,  espe¬ 
cially  Electronic  Health  Records  (EHR),  hold  the  promise  of  improving 
patient  care  and  lowering  health  care  costs.  Patients  are  often  treated 
by  multiple  providers  for  the  same  condition  or  for  related  conditions. 
Because  the  correct  treatment  by  one  provider  often  depends  upon  what 
other  providers  are  doing,  effective  coordination  of  care  between  provid¬ 
ers  can  improve  health  outcomes.  Effective  coordination  also  helps  to 
control  costs,  as  it  avoids  both  the  costs  of  treating  follow-on  problems 
resulting  from  uncoordinated  care  and  the  unnecessary  duplication  of 
tests  and  procedures. 

Some  ways  of  improving  care  coordination  among  health  care 
providers  involves  changing  the  way  they  are  paid  for  their  services.  The 
Affordable  Care  Act  of  2010  (ACA)  included  a  variety  of  such  reforms 
that  are  currently  in  various  stages  of  implementation,  many  of  which 
are  discussed  in  Chapter  4.  But  other  ways  involve  the  application  of 
better  technology,  notably  EHR  systems.  As  the  name  would  suggest, 
these  systems  enable  the  creation  of  a  permanent,  sharable  record  of 
every  aspect  of  a  patient’s  care,  including  test  results,  past  treatments, 
and  providers’  notes.  In  a  fully  integrated  EHR  system,  each  provider 
has  immediate  and  complete  access  to  all  relevant  patient  information, 
which  has  the  potential  to  greatly  improve  coordination  of  care  and  also 
to  reduce  medical  errors. 

EHR  systems  have  additional  functionality  as  well,  such  as  provid¬ 
ing  automatic  alerts  when  treatments  are  inconsistent  with  each  other  or 
when  a  scheduled  test  has  been  missed.  The  systems  can  also  be  used  to 
improve  quality  more  broadly  by  allowing  hospitals  and  other  providers 
to  keep  better  track  of  outcomes  and  to  identify  problem  areas. 

EHR  adoption  has  been  promoted  by  Administration  policy. 
The  Health  Information  Technology  for  Economic  and  Clinical 
Health  (HITECH)  Act,  enacted  as  part  of  the  American  Recovery  and 
Reinvestment  Act  of  2009,  encouraged  adoption  and  use  of  health  infor¬ 
mation  technology,  including  EHR  systems. 

Key  programs  established  by  the  HITECH  Act  were  the  Medicare 
and  Medicaid  EHR  programs.  These  programs  provide  financial  incen¬ 
tives  to  hospitals  and  health  care  professionals  to  adopt  EHR  systems, 
and  require  that  they  demonstrate  “meaningful  use”  of  the  systems.  The 
meaningful  use  criteria,  which  become  increasingly  rigorous  over  time, 
require  providers  to  demonstrate  that  they  are  using  EHR  systems  to 
capture  patient  health  information,  assist  in  clinical  decision  making, 
track  quality  of  care,  and  securely  exchange  patient  information  across 
health  care  settings  to  facilitate  coordinated  care. 
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Providers  who  adopt  and  demonstrate  meaningful  use  of  EHR 
systems  by  2014  (for  Medicare)  and  by  2016  (for  Medicaid)  are  eligible 
for  bonus  payments  from  those  programs.  The  Medicare  program,  but 
not  the  Medicaid  program,  also  includes  a  payment  reduction  to  provid¬ 
ers  that  do  not  adopt  and  demonstrate  meaningful  use  of  EHR  systems. 
Medicare  providers  who  have  not  demonstrated  meaningful  use  by  2015 
are  subject  to  penalties  that  grow  over  time;  for  example,  for  physicians, 
penalties  start  at  1  percent  in  2015  and  grow  to  3  percent  or  more  in 
subsequent  years.  The  Congressional  Budget  Office  estimated  that  the 
Medicaid  EHR  program  would  award  bonuses  of  $12.7  billion  through 
2019,  while  the  Medicare  EHR  program  would  make  bonus  payments 
net  of  penalties  of  $20  billion  over  that  period  (CBO  2009). 

The  HITECH  Act  also  provided  $2  billion  to  the  Department  of 
Health  and  Human  Services  to  fund  activities  to  encourage  the  diffusion 
of  health  information  technology,  such  as  investing  in  infrastructure 
and  disseminating  best  practices.  The  Act  also  made  a  variety  of  other 
changes,  including  provisions  to  facilitate  data  sharing  across  health  care 
providers  to  support  coordinated  care  and  protect  patient  privacy. 

The  share  of  medical  providers  using  EHRs  has  risen  dramatically 
in  recent  years.  Data  from  the  National  Ambulatory  Medical  Care  Survey 
show  that  the  share  of  office-based  physicians  using  an  advanced  EHR 
system  (which  are  generally  more  sophisticated  than  those  required  meet 
the  early-stage  “meaningful  use”  criteria)  rose  from  17  percent  in  2008  to 
40  percent  in  2012  (Hsiao  and  Hing  2014),  and  data  from  the  American 
Hospital  Association’s  annual  survey  of  hospitals  show  that  the  share 
of  hospitals  that  had  adopted  such  a  system  rose  from  9  percent  to  44 
percent  over  the  same  period  (Charles  et  al.,  2013).  Consistent  with  this 
rapid  progress  for  advanced  systems,  the  Department  of  Health  and 
Human  Services  has  estimated  that,  as  of  the  end  of  April  2013,  over  half 
of  eligible  physicians  and  more  than  80  percent  of  eligible  hospitals  have 
adopted  an  EHR  system  and  met  the  criteria  for  meaningful  use  (HHS 
2013). 

has  improved.  Further,  while  international  comparisons  are  difficult  (due  to 
variations  in  factors  like  taxes,  government  subsidies,  geography,  population 
density,  and  product  bundles),  the  United  States  compares  favorably  in  a 
number  of  respects,  including  entry-level  pricing  for  slower  but  still  useful 
broadband  speeds. 

A  surprisingly  large  number  of  households  cite  a  different  factor  for 
their  decision  not  to  subscribe  to  home  Internet  service:  a  perceived  lack  of 
relevance  to  their  day-to-day  lives.  Private-  and  public-sector  broadband 
adoption  programs  address  this  by  focusing  on  educating  non-subscribers 
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about  the  array  of  sendees  and  support  mechanisms  that  are  available  online, 
like  job  listings  and  training,  educational  tools,  health  care  services,  and 
government  resources. 

While  this  chapter  has  focused  heavily  on  telecommunications  tech¬ 
nolog)',  there  are  many  other  areas  where  technological  advances  promise 
large  social  and  economic  benefits,  and  where  public  policy  can  play  an 
important  role.  One  important  example,  discussed  in  Box  5-5,  is  Electronic 
Health  Records  and  related  technologies. 

Patents 

The  rights  that  prospective  innovators  have  to  the  economic  returns 
on  their  innovations  are  known  as  intellectual  property  (IP)  rights,  of 
which  one  major  category  is  patents,  which  apply  to  inventions.  Patents  are 
granted  on  inventions  in  many  different  areas  of  technology,  as  shown  in 
Figure  5-10.  The  basic  economic  logic  behind  patent  protection  is  simple: 
successful  inventions  are  valuable  to  society,  as  they  lead  to  new  and  better 
products.  But  attempting  to  invent  is  costly  and  risky.  If  successful  inven¬ 
tions  could  be  easily  imitated  by  competitors,  then  prospective  inventors 
may  be  in  a  position  where  they  lose  if  their  invention  fails,  but  gain  little  or 
nothing  if  it  succeeds.  This  diminishes  the  incentive  to  expend  resources  and 
effort  on  inventing,  and  the  reduced  rate  of  invention  is  harmful  to  society. 
To  prevent  this  problem,  patent  protection  allows  inventors  to  enjoy  a  tem¬ 
poral*)'  exclusive  right  to  their  invention.  The  super-competitive  pricing  that 
results  from  this  exclusivity  provides  an  incentive  to  invest.  Another  benefit 
of  patent  protection  is  that  patents  are  published,  so  they  can  be  licensed 
and  put  to  other  socially  valuable  purposes  other  than  those  of  the  inventor. 
But  patent  protection  can  also  harm  consumers:  for  inventions  that  would 
have  been  created  with  weaker  patent  protection  or  even  with  no  protection 
at  all,  patents  simply  lead  to  higher  prices  for  the  same  inventions,  not  to 
additional  inventions.  The  economically  optimal  strength  of  patent  protec¬ 
tion  (for  example,  how  many  years  a  patent  should  run)  is  the  one  that  best 
balances  the  benefit  from  accelerated  invention  with  the  harm  from  higher 
prices. 

There  are  some  additional  effects  of  patent  protection  that  also 
deserve  mention.  One  effect  is  that  some  inventions  are  complementar)'  to 
each  other,  meaning  that  the  availability  of  one  makes  it  easier  to  develop 
others.  In  those  cases,  the  higher  prices  resulting  from  patent  protection, 
as  well  as  the  related  legal  and  administrative  burdens  (such  as  negotiating 
licenses),  raise  the  cost  of,  and  hence  reduce  the  rate  of,  subsequent  innova¬ 
tion.  This  effect  is  relevant  for  determining  the  economically  optimal  patent 
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Figure  5-10 

Patents  Issued  in  the  U.S.  by  Technological  Cate  go  n,  2003-2012 
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Strength.  Another  effect  is  that,  in  some  cases,  patent  rights  can  be  used  to 
harm  rival  firms  or  to  extract  license  fees  that  do  not  correspond  to  the  value 
of  the  patent.  As  discussed  below,  it  is  important  to  curb  such  behaviors  by 
developing  sound  policies  related  to  patent  examination  and  enforcement. 
It  is  also  important  to  ensure  that  patents  are  not  wrongly  issued,  but  rather 
are  only  issued  for  inventions  that  are  non-obvious,  useful,  and  inventive. 

I’he  chapter  now  turns  to  two  specific  patent  issues  that  have  been  the 
subject  of  recent  policy  scrutiny:  how  to  support  standard  setting  by  appro¬ 
priate  use  of  standard-essential  patents,  and  the  activities  of  Patent  Assertion 
Entities  and  the  effects  of  those  activities. 

Standard- Essential  Patents 

We  take  for  granted  that  we  can  drive  our  car  up  to  a  gas  pump  and 
have  the  hose  fit  the  car’s  nozzle.  Similarly,  that  smartphones  created  by  dif¬ 
ferent  manufacturers  will  communicate  with  each  other.  These  are  examples 
of  interoperability  that  result  from  the  standardization  of  certain  product 
features.  An  interesting  problem  arises  when  an  industiy  seeks  to  adopt  an 
interoperability  standard  and  the  available  choices  for  the  standard  may 
include  patented  inventions. 

The  nature  of  the  economic  problem  is  to  develop  a  mechanism  that 
determines  when  standardization  would  make  market  participants  better  off 
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and,  in  such  cases,  provides  parties  with  incentives  to  invent  and  propose 
the  invention  as  a  standard,  while  ensuring  that  all  parties  will  later  find 
it  in  their  interest  to  implement  the  standard.  The  central  premise  of  the 
economic  theory  of  patents  is  that  granting  limited  exclusive  rights  through 
the  issuing  of  patents  provides  an  incentive  for  private  investment  in  inven¬ 
tion;  absent  such  rights,  the  entity  making  the  investment  may  not  receive 
sufficient  returns  to  make  the  investment  worthwhile.  These  exclusive  rights 
are  not  meant  to  preclude  similar  technologies  from  being  developed  and 
marketed.  In  principle,  some  degree  of  competition  in  consumer  markets 
bounds  the  power  conferred  by  these  exclusive  rights.  But  that  bound  is 
removed  if  a  patented  technology  becomes  the  standard  and  is  used  in  all 
products  sold  in  the  market.  As  a  result,  the  patent  holder  may  seek  to  charge 
higher  prices  than  originally  agreed  on  during  the  standard-setting  process 
and  to  use  the  patent  to  inefficiently  restrict  access  to  the  technology.  Such 
behavior  may  delay  implementation  of  the  technology,  as  others  who  may 
adapt  the  technology  exit  the  market  or  seek  other  ways  around  it.  The 
sought-after  standard  then  fails  to  become  standard  (for  example,  Gilbert 
2011). 

Because  industry  actors  are  most  likely  to  understand  the  substan¬ 
tial  complexities  of  new  technologies  and  the  potential  products  and  markets 
for  their  dissemination,  there  is  value  in  having  the  standards  set  voluntarily 
by  industiy-based  standards-developing  organizations  (DOJ  2013).  These 
organizations  provide  a  place  for  industr)'  actors  to  propose  their  patented 
technologies  as  part  of  a  standard,  and  to  reach  consensus  on  the  technolo¬ 
gies  incorporated  into  the  standard  (or  to  decide  on  no  standard).  After  a 
decision  is  taken,  a  chosen  patent  becomes  known  as  standard  essential. 
Actual  implementation  of  the  agreed-on  standard  as  an  obseiwed  standard 
follows  when  all  implementers  and  potential  implementers  pay  an  agreed 
justified  price  (reasonable,  or  both  fair  and  reasonable)  for  the  technology, 
and  their  access  to  the  patented  technology  cannot  be  improperly  restricted 
(there  is  not  discrimination).  By  proposing  a  patent  for  use  in  the  standard, 
the  patent  owner  is  giving  up  the  power  to  charge  higher  per-unit  prices  for 
use  of  the  technology,  but  enjoys  returns  from  the  diffusion  of  the  technol¬ 
ogy  more  widely  across  more  units. 

Because  the  notion  behind  standard-developing  organizations  is 
voluntaiy  collaboration,  there  is  no  guarantee  that  a  standard  will  be  pro¬ 
duced.  A  standard-essential  patent  holder  can  refrain  from  committing  to 
licensing  on  reasonable  and  non-discriminatoiy  (RAND)  terms. In  such 
cases,  the  declared  standard  is  less  likely  to  be  the  implemented  standard  and 


Sometimes  the  licensing  commitment  is  to  fair,  reasonable  and  non-discriminatory  terms. 
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market  forces  may  be  suggesting  that  a  standard  is  not  needed  or  may  be  best 
determined  over  time  and  in  the  marketplace  directly  (Farrell  et  al.  2007). 

When  voluntary  agreement  does  produce  a  standard,  there  are 
instances  when  parties  to  the  agreement  do  not  feel  that  others  are  living  up 
to  the  agreement.  In  such  instances,  when  patent  holders  have  committed 
to  license  on  RAND  terms,  judicial  and  enforcement  procedures  should  aim 
to  reproduce  the  intent  of  the  agreement;  that  is,  to  ensure  that  the  patent 
holder  receives  a  RAND  royalty.  Otherwise,  judicial  and  enforcement  proce¬ 
dures  can  tip  the  balance  of  power  in  favor  of  one  party  or  the  other,  leading 
either  to  excessive  market  power  in  the  hands  of  the  patent  holder  or  to  non¬ 
payment  of  reasonable  royalties  by  implementers,  and  to  greater  incentives 
against  establishing  a  standard  in  the  first  place  (Lemley  and  Shapiro  2005). 

Patetit  Assertion  Entities 

In  recent  years,  organizations  known  as  Patent  Assertion  Entities 
(PAEs)  have  become  common.  PAEs  brought  24  percent  of  all  patent  law¬ 
suits  in  2011,  and  over  the  2007-1 1  period  they  brought  approximately  one- 
fifth  of  all  patent  lawsuits,  covering  about  one-third  of  all  defendants  (GAO 
2013).  These  PAEs  purchase  rights  to  patents  belonging  to  other  firms,  and 
then  assert  them  against  firms  or  individuals  who  are  using  the  patented 
technology.  Some  of  this  activity  is  valuable:  incentives  to  invent  are  stronger 
if  inventors  know  they  can  later  sell  their  patent  to,  or  merely  engage  the 
services  of,  a  PAE  that  can  assert  it  more  effectively  than  they  could  do  them¬ 
selves.  Also,  in  some  cases,  it  may  be  efficient  for  PAEs  to  act  as  intermediar¬ 
ies  by  obtaining  the  rights  to  patents  held  by  disparate  inventors  in  order  to 
decrease  the  transaction  cost  of  negotiating  licenses.  However,  many  indus¬ 
try  observers  believe  that  PAEs  often  do  not  assert  patents  in  good  faith,  but 
rather  assert  them  simply  in  order  to  extract  nuisance  payments  from  firms 
looking  to  avoid  costly  and  risky  litigation.  In  some  cases,  these  patents  are 
valid  but  of  low  value,  meaning  that  absent  the  high  cost  of  litigation  they 
would  only  command  veiy  low  licensing  fees.  In  other  cases,  the  patents  are 
invalid  (or  not  infringed),  and  absent  the  high  litigation  costs  they  would  not 
command  any  license  fees  at  all  (Scott  Morton  &  Shapiro  2013). 

This  issue  is  particularly  pronounced  in  smartphones  and  other 
consumer  electronics  devices  (Chien  2012).  Many  of  these  products  contain 
technology  based  on  thousands  of  patents,  and  as  shown  in  Figure  5-10 
above,  the  number  of  patents  issued  in  the  “Electrical  and  Electronics”  cat- 
egoiy  has  been  increasing  over  the  past  decade.  The  large  number  of  patents 
embodied  in  these  products,  and  their  complexity,  often  makes  manufactur¬ 
ers  subject  to  patent-infringement  claims,  with  the  associated  threat  of  costly 
and  risky  litigation,  from  owners  of  low-value  valid  patents  or  even  from 
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Box  5-6:  The  Leahy-Smith  America  Invents  Act 

The  Leahy-Smith  America  Invents  Act  of  2011  took  some  impor¬ 
tant  steps  to  update  the  U.S.  patent  system.  The  Act  changed  the 
system  to  give  priority  to  the  first  inventor  to  file  for  a  patent  on  a  given 
invention,  moving  away  from  the  “first-to-invent”  priority  system  and 
bringing  the  United  States  in  line  with  every  other  industrialized  nation. 
This  change  eliminated  the  need  for  long,  expensive  administrative 
proceedings  to  resolve  disputes  among  inventors  who  filed  for  patents 
on  the  same  invention  over  who  invented  it  first. 

The  Act  also  helps  ensure  that  inventors  have  the  opportunity  to 
share  their  work  early  on  by  maintaining  a  form  of  the  one-year  “prior 
art”  grace  period  that  had  been  a  feature  of  the  previous  system.  The  grace 
period  excludes  from  the  previous  state  of  knowledge,  against  which  the 
originality  of  a  patent  application  is  judged,  any  disclosures  of  details  of 
the  invention  made  within  the  year  preceding  the  application  date  by  the 
inventor,  or  by  third  parties  who  learned  them  from  the  inventor.  The 
grace  period  allows  inventors  to  publish  their  work,  prepare  application 
materials,  or  seek  to  raise  funds  to  support  their  application  without  fear 
that  those  activities  will  later  be  a  detriment  to  that  application. 

The  Act  also  increases  protections  from  patent  infringement  law¬ 
suits  for  innovators  who  develop  and  deploy  new  products  or  methods 
but  choose  not  to  patent  them,  a  common  practice  in  the  high-tech 
industry,  by  expanding  the  “prior  user  rights”  infringement  defense. 
Formerly  applicable  only  to  business  practices  patents,  this  defense — 
which  exempts  from  liability  users  who  can  demonstrate  that  they 
independently  developed  and  used  the  patented  product  or  method  that 
they  are  accused  of  infringing  upon,  and  did  so  more  than  a  year  prior 
to  the  date  the  patent  was  filed— is  now  applicable  to  all  types  of  patents. 


owners  of  invalid  patents.  It  is  therefore  an  important  public  policy  goal  to 
find  ways  to  reduce  the  cost  of  defending  patent  lawsuits,  and  also  to  reduce 
the  number  of  invalid  patents,  either  by  reducing  the  number  of  invalid 
patents  that  are  granted,  or  by  making  it  easier  for  them  to  be  challenged. 

One  important  step  toward  resolving  these  patent-related  problems, 
which  disrupt  the  appropriate  economic  incentives  to  invent,  has  been  taken 
in  the  form  of  the  Leahy-Smith  America  Invents  Act  of  201 1,  discussed  fur¬ 
ther  in  Box  5-6.  The  key  provisions  of  the  AIA,  which  went  into  full  effect  in 
2012,  are  helping  to  improve  the  patent  system  for  innovators  by  offering  a 
fast-track  option  for  patent  processing,  taking  important  steps  to  reduce  the 
current  patent  backlog,  and  increasing  the  ability  of  Americans  to  protect 
their  intellectual  property  abroad. 
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Several  provisions  of  the  America  Invents  Act  may  help  address 
some  of  the  problematic  behavior  of  PAEs  by  developing  at  the  Patent  and 
Trademark  Office  new  programs  to  create  alternatives  to  litigation  over 
patent  validity,  new  methods  for  post-grant  review  of  issued  patents,  and 
major  steps  to  increase  patent  quality  through  clarifying  and  tightening 
standards.  Yet  challenges  remain,  notably  the  asymmetiy  between  the  cost 
to  a  PAE  of  bringing  a  patent  lawsuit  and  the  cost  to  a  target  firm  of  defend¬ 
ing  one,  which  enables  PAEs  to  bring  weak  cases  in  the  hopes  of  extracting 
a  settlement. 

In  June  2013,  the  President  issued  a  set  of  five  executive  actions 
and  seven  legislative  recommendations  to  address  these  challenges.  These 
included  measures  to  make  it  more  difficult  for  overly  broad  claims  to 
receive  patents  in  the  first  place,  as  well  as  to  make  it  easier  to  challenge 
weak  patents  once  they  have  been  granted.  The  President’s  priorities  also 
include  measures  to  require  greater  clarity  in  patent  applications  regarding 
the  precise  nature  of  the  claimed  invention,  as  well  as  the  identity  of  the  pat¬ 
ent  holder.  Other  measures  include  ways  to  make  it  more  difficult  for  patent 
holders  to  sue  end-users  (as  opposed  to  manufacturers)  of  products  that 
contain  patented  technology,  and  to  provide  judges  with  more  discretion  to 
award  attorney  fees  and  other  costs  to  the  prevailing  party  in  patent  lawsuits. 

Congress  has  taken  up  these  issues.  In  December  2013,  the  House 
of  Representatives  passed  a  bipartisan  bill  containing  many  of  the 
Administration’s  priority  items.  A  related  bill  is  currently  under  consider¬ 
ation  in  the  Senate  Judiciary  Committee. 

Another  important  policy  issue  related  to  patents  is  the  phenomenon 
of  “pay-for-delay”  settlements  of  patent  lawsuits  in  the  pharmaceutical 
industry.  This  is  discussed  in  Box  5-7  below. 

Conclusion 

Productivity  growth  allows  a  given  set  of  scarce  resources  to  yield 
more  output  and  a  higher  aggregate  standard  of  living.  When  private  actors 
face  incentives  that  lead  them  to  optimal  investments  in  growth-enhancing 
technologies,  government  policy  should  be  to  not  interfere.  But  at  other 
times,  a  light  touch  from  government  is  needed  to  align  incentives  or  to  act 
in  place  of  incentives  that  are  missing:  in  the  form  of  conducting  of  its  own 
research;  or  of  subsidization  of  private  research;  or  through  appropriate 
intellectual  property  rights  laws,  regulation,  and  enforcement.  Government 
also  has  a  role  to  play  in  ensuring  that  all  citizens  benefit  from  productivity 
advances  that  can  increase  living  standards — a  step  that  can  form  a  virtuous 
cycle  that  also  increases  productivity  grow'th  itself  by  tapping  more  of  the 
potential  of  our  citizens. 


Fostering  Productivity  Growth  |  217 


Box  5-7:  Pay-For-Delay  Settlements  in  Pharmaceutical  Patent  Cases 

Out-of-court  settlements  of  lawsuits  are  usually  socially  beneficial, 
as  they  allow  disputes  to  be  resolved  without  a  costly  trial.  There  are  cir¬ 
cumstances,  however,  where  settlement  of  a  patent  lawsuit  can  be  used  as 
a  means  of  extending  market  power,  rather  than  as  a  means  of  efficiently 
resolving  the  dispute.  In  recent  years,  this  has  been  a  significant  issue  for 
certain  cases  involving  pharmaceutical  patents.  In  these  cases,  an  incum¬ 
bent  seller  of  a  branded  drug  files  a  patent  infringement  suit  against  one 
or  more  companies  seeking  Food  and  Drug  Administration  approval  to 
sell  a  generic  version  of  that  drug.  The  patent  at  issue  is  often  not  the  one 
covering  the  drug’s  active  ingredient  (for  which  assessing  infringement 
is  usually  less  complicated),  but  is  instead  a  secondary  patent,  such  as 
one  covering  a  particular  formulation  of  the  drug  (Hemphill  and  Sampat 
2011).  The  generic  entrant  will  deny  the  infringement,  claiming  that  the 
patent  is  invalid,  that  its  product  does  not  infringe,  or  both.  A  patent 
lawsuit  results,  and  is  settled  through  an  agreement  specifying  a  date  on 
which  the  generic  entrant  may  begin  selling  its  product,  which  is  some 
time  after  the  date  of  the  settlement  and  before  the  patent  expires.  The 
settlement  will  also  specify  a  payment  from  the  branded  incumbent  to 
the  generic  entrant.  Absent  the  settlement,  the  case  would  have  gone 
to  trial;  had  the  incumbent  won,  the  generic  entrant  would  have  been 
barred  from  entry  until  the  end  of  the  incumbent’s  patent  term,  and  had 
the  entrant  won,  it  could  have  entered  immediately  and  sold  its  product, 
assuming  it  had  received  FDA  approval. 

The  willingness  of  the  incumbent  to  agree  to  such  a  settlement 
may  seem  puzzling,  as  the  payment  appears  to  go  the  “wrong”  way,  from 
the  alleged  infringer  to  the  infringed.  But  the  ability  to  enter  into  such 
settlements  can  benefit  the  incumbent  by  enabling  it  to  “purchase”  later 
generic  entry  than  would  otherwise  occur.  In  other  words,  settlements 
of  patent  disputes  can  be  used  as  a  vehicle  for  extending  market  pow'er. 

What  drives  these  settlements  is  the  fundamental  economic 
principle  that  the  profits  of  a  single  seller  of  a  product  are  greater  than 
the  combined  profits  of  two  or  more  sellers,  because  a  single  seller  has 
greater  market  power  and  so  can  extract  a  higher  price  from  consumers. 
A  settlement  that  delays  generic  entry  of  a  drug  therefore  increases  the 
aggregate  profits  on  that  drug.  These  extra  profits  create  an  incentive 
for  a  deal  in  which  entry  is  delayed;  both  parties  will  accept  such  a  deal 
as  long  as  the  extra  profits  are  divided  in  such  a  way  that  each  party  is 
better  off  than  it  would  be  absent  the  deal  (i.e.,  better  off  than  by  letting 
the  patent  lawsuit  proceed  to  trial).  For  this  reason,  these  settlements  are 
often  called  “pay-for-delay”  settlements. 

Pay-for-delay  settlements  undermine  existing  laws  (most  notably 
the  Hatch-Waxman  Act)  that  encourage  the  development  of  generic 
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drugs.  When  generic  drugs  enter  a  market,  they  are  offered  at  a  much 
lower  price  than  is  the  branded  drug,  and  they  typically  capture  a  large 
market  share.  For  these  reasons,  generic  entry  results  in  considerable 
savings  to  consumers  and  to  the  health  care  system.  The  delay  of  generic 
entry  due  to  pay-for-delay  settlements  greatly  reduces  those  savings. 

The  ability  of  incumbent  patent  holders  to  enter  into  pay-for- 
delay  settlements,  and  to  thereby  maintain  their  patent  protection  for  a 
longer  period,  might  be  viewed  as  increasing  the  value  of  pharmaceutical 
patents,  and  hence  increasing  the  incentive  to  invest  in  discovering  new 
drugs.  However,  the  value  of  any  increased  innovation  arising  from  these 
settlements  may  be  relatively  small.  The  most  socially  valuable  drug  pat¬ 
ents  are  often  those  covering  new  molecular  entities.  These  patents  are 
relatively  unlikely  to  be  successfully  challenged,  which  means  the  generic 
entrant  has  little  prospect  of  victory  at  trial  or  of  a  lucrative  pay-for-delay 
settlement.  As  a  result,  banning  such  settlements  may  not  significantly 
affect  the  incentive  to  invest  in  inventing  new  molecular  entities.  Instead, 
pay-for-delay  settlements  often  involve  patents  on  incremental  improve¬ 
ments  to  existing  drugs,  often  ones  that  make  the  drug  just  different 
enough  that  a  prescription  for  the  new  version  cannot  be  filled  with  an 
existing  generic  equivalent  of  the  old  version.  The  ability  to  enter  into 
pay-for-delay  settlements  does  encourage  this  type  of  innovation,  but  the 
social  benefits  are  likely  to  be  comparatively  small  in  many  cases. 

Pay-for-delay  settlements  have  been  the  subject  of  a  considerable 
amount  of  litigation,  culminating  in  a  2013  Supreme  Court  decision 
in  FTC  V.  Actavis,  involving  a  drug  called  AndroGel.  The  Court  ruled 
that  “pay  for  delay”  settlements  are  not  presumptively  unlawful,  but 
are  also  not  immune  from  antitrust  scrutiny,  partially  resolving  earlier 
conflicting  rulings  by  lower  courts  (see  FTC  v.  Actavis  2013).  The  Court 
did  not  establish  a  concrete  rule  regarding  how  such  settlements  should 
be  treated,  however,  so  substantial  uncertainty  remains  about  how  these 
lawsuits  will  be  adjudicated  in  practice. 

The  Administration  has  proposed  legislation  that  gives  the  Federal 
Trade  Commission  explicit  authority  to  stop  companies  from  entering 
into  pay-for-delay  agreements.  For  the  reasons  described  above,  such 
authority  would  likely  generate  billions  of  dollars  in  savings  for  consum¬ 
ers,  and  also  for  the  Federal  Government  through  lower  pharmaceutical 
prices  paid  by  Medicare,  Medicaid,  the  Department  of  Defense,  and  the 
Veterans  Administration  (see  CBO  2011  and  FTC  2010). 
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CHAPTER  6 

THE  WAR  ON  POVERTY  50  YEARS 
LATER:  A  PROGRESS  REPORT 


President  Lyndon  B.  Johnson  declared  an  “unconditional  war  on  poverty 
in  America”  on  January  8,  1964,  and  within  a  few  years  oversaw  the 
creation  of  an  array  of  programs  “aimed  not  only  to  relieve  the  symptom  of 
poverty,  but  to  cure  it  and,  above  all,  to  prevent  it.”  In  the  1964  Economic 
Report  of  the  President,  President  Johnson’s  Council  of  Economic  Advisers 
outlined  the  many  key  points  of  attack:  “maintaining  high  employment, 
accelerating  economic  growth,  fighting  discrimination,  improving  regional 
economies,  rehabilitating  urban  and  rural  communities,  improving  labor 
markets,  expanding  educational  opportunities,  enlarging  job  opportunities 
for  youth,  improving  the  Nation’s  health,  promoting  adult  education  and 
training,  and  assisting  the  aged  and  disabled.”  The  report  ended  with  the 
declaration  that,  “It  is  time  to  renew  our  faith  in  the  worth  and  capacity  of 
all  human  beings;  to  recognize  that,  whatever  their  past  histoiy  or  present 
condition,  all  kinds  of  Americans  can  contribute  to  their  countr)';  and  to 
allow  Government  to  assume  its  responsibility  for  action  and  leadership  in 
promoting  the  general  welfare.” 

The  War  on  Poverty  ushered  in  a  new  era  of  Federal  Government 
leadership  in  providing  income  and  nutrition  support,  access  to  educa¬ 
tion,  skills  training,  health  insurance  and  a  myriad  of  other  sendees  to 
low-income  Americans.  During  President  Johnson’s  term.  Congress  passed 
more  than  a  dozen  major  pieces  of  legislation  that  provided  such  foun¬ 
dational  elements  of  our  current  social  welfare  system  as  the  Civil  Rights 
Act,  the  Economic  Opportunity  Act,  the  Food  Stamp  Act,  Elementary  and 
Secondaiy  Education  Act,  the  Manpower  Act,  Medicare,  Medicaid,  the 
Higher  Education  Act  and  the  Child  Nutrition  Act.  Since  then,  many  of 
these  programs  have  been  reformed  and  updated,  ensuring  that  the  modern 
safety  net  assists  families  when  they  need  it  most,  while  also  keeping  them 
connected  to  the  labor  force. 
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Optimism  was  high  at  the  outset  of  the  War  on  Poverty.  One  of  its 
architects  predicted  poverty  would  be  eradicated  within  a  generation  and 
saw  “on  the  horizon  a  society  of  abundance,  free  of  much  of  the  misery  and 
degradation  that  have  been  the  age-old  fate  of  man  (Council  of  Economic 
Advisers  1964).”  The  50th  anniversaiy  of  President  Johnson’s  bold  dec¬ 
laration  provides  an  opportunity  to  assess  our  achievements  in  reducing 
poverty  and  to  evaluate  the  record  of  the  poverty-fighting  programs  created 
or  enhanced  in  the  wake  of  his  declaration.  There  is  no  question  that  the 
material  conditions  of  those  in  poverty  have  improved:  the  percentage  of  the 
poor  with  indoor  plumbing  has  risen  from  58  percent  in  1960  to  99  percent 
in  2011;’  infant  mortality  in  counties  with  the  highest  levels  of  deprivation 
has  fallen  from  23.2  per  1,000  in  1969  to  9.1  per  1,000  in  2000;^  and  today 
all  American  children  in  poverty  have  access  to  affordable  health  insurance, 
as  do  poor  adults  in  states  that  have  taken  up  the  Affordable  Care  Act’s 
Medicaid  expansion.  But  to  what  extent  have  we  reduced  the  proportion 
of  Americans  living  in  poverty?  Indeed,  the  poverty  rate  has  declined  con¬ 
siderably  since  the  beginning  of  the  War  on  Poverty,  but  how  much  of  this 
improvement  is  due  to  the  efforts  of  government?  And  what  are  the  lessons 
this  contains  for  future  policy? 

This  chapter  answers  these  questions  by  first  confronting  the  chal¬ 
lenges  in  measuring  poverty,  and  highlighting  the  limitations  of  the  official 
poverty  measure  for  tracking  progress  in  the  War  on  Poverty.  Using  new 
historical  estimates  of  poverty  based  on  modern  measurement  methods,  this 
chapter  presents  a  more  accurate  picture  of  the  changes  in  poverty  over  the 
past  five  decades,  and  estimates  the  contribution  of  the  safety  net  to  these 
changes.  While  the  Council  of  Economic  Advisers  (CEA)  reviewed  research 
on  the  effects  of  antipoverty  programs  on  work  and  earnings,  health,  food 
security,  educational  attainment,  and  other  valued  outcomes,  this  chapter 
focuses  primarily  on  their  impacts  on  poverty  and  economic  mobility.^ 
Finally,  it  discusses  the  role  that  President  Obama  has  played  in  reducing 
material  hardship  among  low-income  Americans  by  expanding  access  to 
affordable  health  insurance  and  tax  credits  for  working  families,  and  by  his 
proposals  to  help  ensure  that  no  parent  who  works  full  time  will  have  to  raise 
his  or  her  children  in  poverty. 


'  CEA  calculations  using  1960  Census  and  201 1  American  Community  Survey  data. 

^  These  figures  come  from  Singh  and  Kogan  (2007).  fhe  analysis  compares  birth  outcomes 
in  counties  in  the  top  and  bottom  quintiles  of  a  socioeconomic  deprivation  index  based  on 
Census  information  on  education,  occupation,  wealth,  income  distribution,  unemployment, 
poverty,  and  housing  quality.  The  data  are  broken  out  into  5-year  periods — the  statistics  cited 
compare  1969-74  to  1995-2000. 

■’  See  Bailey  and  Danziger  (2013)  for  an  authoritative  assessment  of  the  various  components  of 
the  War  on  Poverty  from  economists’  perspectives. 


222  I  Chapter  6 


Measuring  Poverty:  Who  is  Poor  in  America? 


Michael  Harrington’s  influential  1962  book  The  Other  America 
depicted  the  poor  as  inhabiting  an  “invisible  land,”  a  world  described  in 
the  1964  Economic  Report  of  the  President  as  “scarcely  recognizable,  and 
rarely  recognized,  by  the  majority  of  their  fellow  Americans.”  One  early 
achievement  of  Johnson’s  War  on  Poverty  was  to  cast  light  on  the  problem 
of  poverty  by  developing  an  official  poverty  measure  that  has  been  released 
by  the  government  in  each  year  since  August  1969.“’  While  reasonable  at  the 
time,  this  measure  has  turned  out  to  be  ill-suited  to  capturing  the  progress 
subsequently  made  in  the  War.  As  a  result,  modern  poverty  measures  tell  a 
different  stoiy  of  who  is  poor,  and  especially  how  this  has  changed  over  time. 

Measuring  Poverty 

Measuring  poverty  is  not  a  simple  task;  even  defining  it  is  controver¬ 
sial.  Just  starting  with  a  commonsense  definition  of  the  poor — “those  whose 
basic  needs  exceed  their  means  to  satisfy  them” — requires  difficult  con¬ 
ceptual  choices  regarding  what  constitutes  basic  needs  and  what  resources 
should  be  counted  in  figuring  a  family’s  means.  There  are  no  generally 
accepted  standards  of  minimum  needs  for  most  necessaiy  consumption 
items  such  as  housing,  clothing,  and  transportation.  Moreover,  our  ideas 
about  minimum  needs  may  change  over  time.  For  example,  even  some 
middle-income  households  did  not  have  hot  and  cold  running  water  indoors 
in  1963.  Today,  over  99  percent  of  all  households  have  complete  indoor 
plumbing. 

The  Official  Poverty  Measure 

Mollie  Orshansky,  an  economist  in  the  Social  Security  Administration, 
developed  the  official  poverty  thresholds  between  1963  and  1964  (Fisher 
1992).  At  the  time,  the  U.S.  Department  of  Agriculture  had  a  set  of  food 
plans  derived  using  data  from  the  1955  Household  Food  Consumption 
Survey,  the  lowest  cost  of  which  was  deemed  adequate  for  “temporary  or 
emergency  use  when  funds  are  low.”  Because  families  in  this  sim^ey  spent 
about  one-third  of  their  incomes,  on  average,  on  food,  Orshansky  set  the 
poverty  threshold  at  three  times  the  dollar  cost  of  this  “economy  food  plan,” 
with  adjustments  for  family  size,  composition,  and  whether  the  family  lived 
on  a  farm. 

These  income  thresholds  that  were  first  used  as  the  poverty  thresholds 
for  the  1963  calendar  year  have  seiwed  as  the  basis  for  the  official  poverty 

■'  A  similar  poverty  measure  was  adopted  internally  by  the  Office  of  Economic  Opportunity  in 
1965. 
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Box  6-1:  Flaws  In  The  Official  Poverty  Measure 

The  official  poverty  measure  (OPM)  has  several  flaws  that  distort 
our  understanding  of  both  the  level  of  poverty  and  how  it  has  changed 
over  time.  Perhaps  the  most  significant  problem  with  the  OPM  is 
its  measure  of  family  resources,  based  on  pre-tax  income  plus  cash 
transfers  (like  cash  welfare,  social  security,  or  unemployment  insurance 
payments),  but  not  taxes,  tax  credits,  or  non-cash  transfers.  As  such 
it  inhabits  a  measurement  limbo  between  “market  poverty”  (based  on 
pre-tax,  pre-transfer  resources)  and  “post-tax,  post-transfer  poverty” 
reflecting  well-being  after  taking  into  account  the  impact  of  policies 
directed  at  the  poor. 

Several  other  shortcomings  are  more  technical.  First,  the  dollar 
value  defining  the  cost  of  basic  needs,  or  the  poverty  threshold,  was  set 
in  the  1960s  and  has  been  updated  each  year  since  using  an  index  of  food 
prices  at  first,  but  then  the  Consumer  Price  Index  (CPI)  after  1969.  The 
use  of  the  CPI  is  one  source  of  the  problems  with  the  official  measure 
that  limits  its  usefulness  for  historical  comparison.  Methodological 
advances  in  measuring  prices  (for  example,  rental  equivalence  treatment 
of  housing  costs,  quality  adjustments  for  some  large  purchases,  and  geo¬ 
metric  averaging  for  similar  goods)  have  shown  that  the  CPI  overstated 
inflation  substantially  prior  to  the  early  1980s,  leading  to  an  inflated 
estimate  of  the  cost  of  basic  needs  and  thus  higher  measured  poverty 
over  time.  Revising  the  OPM  measure  using  the  CPI-U-RS  (a  historical 
series  estimated  consistently  using  modern  methods)  results  in  a  fall  in 
poverty  from  1966  to  2012  that  is  3  percentage  points  greater  than  that 
depicted  by  the  official  measure.  Another  flaw  with  the  OPM  thresholds 
is  that  they  do  not  accurately  reflect  geographic  variation  in  costs  of  liv¬ 
ing  or  economies  associated  with  family  size  and  structure. 

All  current  income-based  poverty  measures,  including  both  the 
OPM  and  the  Supplemental  Poverty  Measure  (SPM),  suffer  from  large 
underreporting  of  both  incomes  and  benefits.  For  example,  Meyer,  Mok, 
and  Sullivan  (2009)  show  that  in  1984,  March  CPS  respondents  reported 
only  75  percent  of  Aid  to  Families  with  Dependent  Children/Temporary 
Assistance  for  Needy  Families  (AFDC/TANF)  dollars,  and  this  fell  to  49 
percent  in  2004.  For  SNAP  benefits,  which  are  accounted  for  in  the  SPM 
but  not  the  OPM,  71  percent  of  the  value  was  reported  in  1984  compared 
to  57  percent  in  2004.  Underreporting  will  tend  to  increase  measured 
poverty,  so  increases  in  underreporting  over  time  understate  the  decline 
in  the  poverty  rate  during  this  period.  The  underreporting  also  means 
that  the  estimated  effects  of  government  programs  on  poverty,  as 
described  below,  are  likely  to  be  conservative  lower-bound  estimates  of 
the  true  effects. 
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thresholds  ever  since.  These  dollar  amounts  have  been  adjusted  for  inflation 
to  hold  the  real  value  of  the  income  needed  to  be  above  poverty  the  same 
over  time.  There  have  been  minor  tweaks  to  the  methodolog)'  involving 
which  price  index  is  used  to  adjust  for  inflation,  and  how  adjustments  are 
made  for  family  structure  and  farm  status. 

In  defining  the  family  resources  to  be  compared  to  the  poverty  line, 
Ol  shansky  created  the  thresholds  to  be  applied  to  after-tax  money  income — 
the  income  concept  used  in  the  1955  Household  Food  Consumption  Survey. 
However,  she  was  forced  to  use  pre-tax  money  income  (including  cash 
transfer  payments)  due  to  limitations  in  the  Current  Population  Survey 
(CPS)  data,  the  only  source  of  nationally  representative  information  on 
income.  At  the  time,  this  was  an  adequate  approximation  of  disposable 
income,  as  few  low-income  families  had  any  federal  income  tax  liability 
or  credits  owed,  and  in-kind  transfers  were  not  a  quantitatively  important 
feature  of  the  safety  net. 

The  Supplemental  Poverty  Measure 

While  Orshansky’s  measure  provided  a  reasonable  depiction  of 
poverty  in  the  1960s,  it  has  not  aged  well.^  Today,  for  example,  the  value  of 
the  two  largest  non-health  programs  directing  aid  to  the  poor — the  Earned 
Income  Tax  Credit  (EITC)  and  Supplemental  Nutrition  Assistance  Program 
(SNAP) — are  entirely  ignored  by  the  official  measure,  making  it  impossible 
to  assess  the  success  of  these  tools  in  fighting  poverty.  Over  the  past  five 
decades,  researchers  have  pointed  to  many  flaws  in  the  official  measure 
(Box  6-1),  leading  to  the  development  of  alternative  measures  of  poverty 
with  more  comprehensive  measures  of  both  family  needs  and  resources. 
The  Census  Bureau  created  a  Supplemental  Poverty  Measure  (SPM),  which 
departs  dramatically  from  the  official  measure  in  its  methodology  for  calcu¬ 
lating  both  the  poverty  thresholds  and  family  resources.*  This  measure,  first 
published  in  2011,  calculates  poverty  thresholds  using  recent  expenditures 
by  families  at  the  33rd  percentile  of  the  expenditure  distribution  on  an  array 


It  should  be  noted  that  Orshansky  herself  noted  many  flaws  with  her  measure,  and  believed  it 
understated  poverty.  She  argued  it  measured  income  inadequacy  rather  than  adequacy,  stating 
“if  it  is  not  possible  to  state  unequivocally  ‘how  much  is  enough,’  it  should  be  possible  to  assert 
with  confidence  how  much,  on  an  average,  is  too  little”  (Orshansky  1965). 

^  While  the  term  “family”  is  used  here,  the  SPM  differs  in  its  definition  of  a  “family  unit”  when 
assuming  the  unit  of  individuals  over  which  resources  are  shared.  Most  importantly,  the  SPM 
includes  all  related  individuals  living  at  the  same  address,  but  also  cohabiting  individuals  and 
co-residing  children  in  their  care. 
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Box  6-2:  A  Consumption  Poverty  Measure 

Consumption-based  poverty  measures  the  amount  households 
spend  relative  to  a  threshold  on  goods  and  services,  and  estimates 
“serv'ice  flows”  from  large,  infrequent  purchases  like  housing  and  auto¬ 
mobiles.  Meyer  and  Sullivan  argue  in  a  series  of  papers  (2003,  2012a, 
2012b,  2013)  that  consumption  provides  a  better  measure  of  resources 
for  low-income  households  since  it  reflects  accumulated  assets,  expected 
future  income,  access  to  credit,  assistance  from  family  and  friends, 
non-market  income,  and  the  insurance  value  of  government  programs. 
They  also  argue  that  consumption  data  are  more  accurately  reported 
relative  to  some  safety  net  benefits  included  in  the  SPM,  especially  for 
households  in  or  near  poverty. 

The  figure  below  shows  the  trend  in  Meyer  and  Sullivan’s  (2013) 
measure  of  consumption  poverty,  updated  through  2012  and  normalized 
to  have  the  same  level  as  the  SPM  measure  in  2012.  Although  the  under¬ 
lying  methodologies  differ,  the  trends  in  consumption  poverty  and  SPM 
income  poverty  have  been  remarkably  similar  over  time.  For  example, 
the  declines  in  poverty  between  1972  and  2012  shown  by  each  measure 
are  nearly  identical. 

It  is  difficult  to  identify  the  effects  of  particular  government 
programs  on  consumption  poverty  because  it  is  harder  to  identify  and 
remove  the  consumption  derived  from  particular  government  programs 
than  it  is  with  income  under  the  SPM.  However,  the  fact  that  the  two 
measures  are  similar  suggests  that  underreporting  of  benefits  has 
little  impact  at  the  margin  of  determining  whether  someone  is  poor. 
Additionally,  the  similarities  in  the  measure  suggest  that  spending 
through  savings,  or  borrowing  from  friends  and  family,  is  rarely  able  to 
keep  someone  out  of  poverty. 


of  necessary  items,  including  food,  shelter,  clothing,  and  utilities/  The  dollar 
amount  is  calculated  separately  for  families  depending  on  whether  they  own 
or  rent  their  home  and  whether  they  have  a  mortgage,  and  then  increased 
by  20  percent  to  allow  for  other  necessary  expenses.  Further  adjustments  are 
made  based  on  differences  in  family  size  and  structure,  and,  unlike  in  the 
official  measure,  the  threshold  is  adjusted  for  geographic  variation  in  living 
costs  (Short  2013). 

I'he  Supplemental  Poverty  Measure  also  uses  a  more  accurate  mea¬ 
sure  of  disposable  income  that  accounts  for  both  a  greater  number  of  income 
sources  and  a  wider  array  of  necessary  expenditures.  Unlike  the  official 
measure,  the  SPM  uses  a  post-tax,  post-transfer  concept  of  resources  that 
adds  to  family  earnings  all  cash  transfers  and  the  cash-equivalent  of  in-kind 
transfers  such  as  food  assistance  (for  example,  SNAP  or  free  lunch)  minus 
net  tax  liabilities,  which  can  be  negative  for  families  receiving  refundable  tax 
credits  like  the  EITC  or  CTC.  Necessary  expenditures  on  work  and  child¬ 
care  are  then  subtracted  from  resources. 

The  Supplemental  Poverty  Measure  also  subtracts  medical-out-of- 
pocket  expenses  from  families’  resources  since  those  funds  are  not  avail¬ 
able  to  meet  other  needs.  The  SPM  can  thus  be  thought  of  as  a  measure  of 
deprivation  with  respect  to  non-health  care  goods  and  services.**  However,  it 
does  not  provide  an  accurate  picture  of  the  benefits  of  health  care.  Instead, 
the  SPM  values  health  insurance  only  insofar  as  it  reduces  households’  out- 
of-pocket  medical  costs  and  thus  frees  up  resources  for  other  uses.  It  misses 
benefits  that  may  arise  because  insurance  improves  access  to  health  care 
and  may  therefore  improve  health  outcomes,  or  reduces  stress  caused  by 
exposure  to  financial  risk.  As  a  result,  the  measured  trend  in  SPM  poverty 
may  understate  progress  in  decreasing  economic  hardship  since  the  War  on 
Poverty  began  by  ignoring  these  benefits  of  increased  access  to  insurance. 

One  important  feature  of  the  Supplemental  Poverty  Measure  design 
is  that  the  definition  of  minimum  needs  is  adjusted  each  year  based  on 
recent  data  on  family  expenditures  on  necessities  rather  than  adjusting  a 
fixed  bundle  only  for  inflation.  By  considering  families’  expenditures  on  an 
array  of  necessary  items,  including  food,  shelter,  clothing,  and  utilities — and 

^  More  accurately,  the  thresholds  are  based  on  average  expenditures  on  food,  clothing,  shelter, 
and  utilities  between  the  30’''  and  36’'"  percentiles  of  that  distribution,  multiplied  by  1.2  to 
account  for  other  necessary  expenses  and  adjusted  for  geographic  differences  in  cost  of  living 
and  family  size  and  structure. 

*  Korenman  and  Remler  (2013)  argue  that  the  SPM’s  treatment  of  medical-out-of-pocket 
expenses  actually  does  a  poor  job  of  capturing  even  deprivation  of  non-health  care  goods  and 
services.  1  hey  argue  that  households  that  are  able  to  spend  a  large  amount  on  health  care 
are  frequently  those  with  substantial  savings  or  other  resources  to  draw  on,  and  they  present 
evidence  that  households  with  high  out-of-pocket  expenses  frequently  score  lower  on  “direct” 
measures  of  hardship,  like  food  insecurity. 


rhe  War  On  Povert)’  50  Years  Later:  A  Progress  Report  |  227 


then  setting  poverty  rates  based  on  how  much  families  at  the  33rd  percentile 
spend — the  SPM  adjusts  poverty  thresholds  as  societies’  spending  patterns 
on  these  necessities  shifts.®  This  type  of  threshold  is  “quasi-relative,”  in 
the  sense  that  thresholds  will  tend  to  rise  with  income,  but  are  not  directly 
tied  to  income  as  in  a  purely  relative  definition  of  poverty,  such  as  setting  a 
threshold  at  half  the  median  household  income. 

Alternatively,  it  is  possible  to  create  an  “anchored”  version  of  the 
Supplemental  Poverty  Measure,  which  is  the  focus  in  this  chapter.  The 
anchored  version,  like  the  official  measure,  fixes  poverty  thresholds  based 
on  expenditures  on  necessary  items  in  a  given  year  and  then  adjusts  only  for 
inflation  in  each  year.  This  version  allows  for  the  use  of  the  more  compre¬ 
hensive  definition  of  resources  in  measuring  poverty  over  time,  while  setting 
a  fixed  assessment  of  what  constitutes  basic  needs  spending  on  food,  shelter, 
clothing,  and  utilities.  The  anchored  measure  is  also  more  consistent  with 
the  vision  of  the  War  on  Poverty  architects,  who  believed  that  poverty  can 
be  eradicated.  Eliminating  poverty  defined  with  a  relative  measure  may  be 
nearly  impossible,  as  the  threshold  rises  apace  with  incomes.*® 

Who  is  Poor? 

In  an  attempt  to  “provide  some  understanding  of  the  enemy”  for 
Johnson’s  War,  the  1964  Economic  Report  of  the  President  presented  tables 
depicting  the  “topography  of  poverty.”  As  Table  1  shows,  some  of  the  land¬ 
marks  have  changed  since  1960  while  many  remain  the  same.  For  2012,  the 
Table  presents  the  poverty  rates  measured  with  both  the  official  poverty 
measure  and  the  Supplemental  Poverty  Measure.'*  The  official  measure  is 
displayed  for  comparing  the  relative  poverty  of  various  groups  in  the  two 
time  periods,  but  should  not  be  used  for  comparing  changes  in  the  levels  of 
poverty  between  the  two  time  periods  due  to  the  flaws  in  the  official  measure 
discussed  above.  The  next  section  will  provide  trend  data  using  a  consistent 


’  So,  for  example,  if  families  across  the  income  spectrum  spend  more  on,  say,  housing  because 
preferences  for  or  the  ability  to  pay  for  space  or  bathrooms  change  then  what  is  considered 
necessary  for  minimum  housing  will  change. 

The  SPM  is  a  hybrid,  “quasi -relative”  measure  such  that  when  spending  on  necessities 
increases,  the  threshold  defining  who  is  poor  also  increases.  It  is  unlikely  to  rise  at  the  same 
rate  as  income,  as  with  relative  poverty  measures,  but  will  adjust  more  slowly  since  spending 
on  necessities  grows  more  slowly  than  income.  Eliminating  poverty  under  this  quasi-relative 
definition  is  possible,  depending  on  how  a  country’s  spending  on  necessities  evolves  as  its 
income  increases. 

“  This  Table  uses  the  official  Supplemental  Poverty  Measure  statistics  published  by  the  Census 
Bureau  (Short  2013),  whereas  for  historical  comparisons  below  we  rely  on  historical  estimates 
produced  by  Winter  et  al.  (2013),  described  below.  The  series  from  Winter  et  al.  anchors  its 
poverty  measure  at  the  2012  SPM  thresholds,  so  their  estimated  poverty  rates  for  2012  are  vert’ 
similar  to  those  in  Table  1. 
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Table  6-1 

Poverty  Rates  by  Selected  Characteristics,  1959  and  2012 


19.59 

2012 

OlTidal 

Poverty  .Measure 

Oflicial 

Poverty  Measure 

Supplemental 
Poverty  Measure 

All  People 

24.3 

15.1 

16.0 

Household  Characteristics 

Head  worked  last  year 

17.8 

10.0 

10.5 

Head  did  not  work  last  year 

27.4 

29.2 

1  lead  married 

7.9 

10.2 

Head  single  female 

29.1 

28.9 

Individual  Characteristics 

I.ess  than  high  school  (age  25-64) 

.33.9 

.3.5.8 

High  school  (age  25-64) 

10.2 

15.6 

17.5 

College  (adults  25-64) 

6.7 

4.5 

5.9 

Younger  than  18 

26.8 

22.3 

18.0 

65  years  and  older 

.59.9 

9.1 

14.8 

lemale 

24.9 

16.4 

16.7 

African  American 

57.8 

27.3 

2.5.8 

Hispanic 

40.5 

25.8 

27.8 

Asian 

N/A 

11.8 

16.7 

.Native  Alaskans/American  Indians 

N/A 

.34.2 

30.3 

White 

19.5 

9.8 

10.7 

Immigrant 

23.0 

19.3 

2.5.4 

Disabled  (age  18-64) 

N/A 

28.4 

26.5 

hives  outside  a  metropolitan  area 

32.7 

17.9 

1.3.9 

Note:  Calculations  based  on  characteristics  of  household  heads  exclude  people  living  in  group  quarters. 
Source:  Census  Bureau;  CEA  calculations. 


measure.  Since  historical  estimates  of  the  SPM  are  available  only  starting 
in  1967,  Table  1  shows  only  official  poverty  rates  for  1959  using  the  1960 
Census. 

Employment 

Unsurprisingly,  unemployment  is  one  of  the  strongest  predictors  of 
poverty.  In  1959,  55.7  percent  of  individuals  in  households  where  the  head 
was  out  of  work  for  a  full  year  were  poor— three  times  the  rate  of  individu¬ 
als  in  households  where  the  head  worked  at  least  one  week  during  the  year. 
While  this  rate  has  declined  to  29.2  percent,  individuals  in  households  where 
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the  head  was  out  of  work  for  a  full-year  were  still  three  times  as  likely  to  be 
poor  as  those  in  households  where  the  head  worked. 

However,  even  full-time  employment  is  not  enough  to  keep  all 
families  out  of  poverty  today.  A  person  working  full-time,  full-year  in  2013 
being  paid  the  minimum  wage  earns  $14,500  for  the  year.  These  earnings 
alone  leave  such  workers  below  tbe  poverty  threshold  if  they  have  even  one 
child.  While  the  EITC,  SNAP,  and  other  benefits  will  help  pull  a  family  of 
two  above  the  poverty  line,  for  a  larger  family— such  as  one  with  three  chil¬ 
dren — full-time,  full-year  minimum  wage  work  combined  with  government 
assistance  is  unlikely  to  be  enough  to  lift  that  family  out  of  poverty. 

Education  Level 

Education’s  role  in  poverty  prevention  has  become  more  important 
over  time;  in  1959,  high-school  dropouts  were  3.8  times  more  likely  to  be 
poor  than  college  graduates;  but  in  2012,  they  were  6.1  times  more  likely 
to  be  poor  (based  on  the  SPM  measure).  4’he  growth  in  the  poverty  gap  by 
education  is  driven  by  growth  in  earnings  inequality,  which  has  led  to  much 
greater  earnings  for  college  graduates  than  for  those  with  less  education. 

Children 

As  in  1959,  the  child  poverty  rate  today  is  higher  than  the  poverty 
rate  of  the  overall  population,  although  the  SPM  shows  that  children  are 
disproportionately  helped  by  our  poverty-fighting  programs.  Once  taxes 
and  in-kind  transfers  are  taken  into  account,  the  gap  between  child  and  non¬ 
child  poverty  falls.  According  to  the  official  measure,  the  child  poverty  rate 
in  2012  was  22.3  percent— nearly  48  percent  higher  than  the  overall  rate.  But 
the  official  rate  ignores  the  contributions  of  the  most  important  antipoverty 
programs  for  children:  the  EITC  and  other  refundable  tax  credits  and  SNAP. 
Including  the  value  of  these  resources,  the  SPM  estimates  that  18  percent  of 
children  are  poor — a  rate  that  is  12.5  percent  (2  percentage  points)  higher 
than  the  overall  poverty  rate. 

The  Elderly 

One  of  the  most  heralded  successes  of  the  War  on  Poverty  is  the 
large  reduction  in  elderly  poverty  rates.  In  1959,  poverty  rates  were  high¬ 
est  among  the  elderly  with  39.9  percent  of  people  65  and  older  living  in 
poverty  (based  on  OPM).  Today,  poverty  rates  of  those  65  and  older  are 
below  the  national  average.  Using  the  SPM  measure  shows  elderly  poverty 
at  14.8  percent,  which  is  more  than  50  percent  higher  than  when  taken  with 
the  OPM  measure.  The  reason  for  this  difference  is  that  the  SPM  subtracts 
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Box  6-3:  Women  and  Poverty 

While  women  continue  to  have  a  higher  poverty  rate  than  men,  the 
gap  has  decreased  over  time  as  poverty  has  fallen  more  for  women  than 
for  men.  The  following  chart  shows  that  the  gap  between  working-age 
women  and  men  has  decreased  from  4.7  percent  to  1.7  percent  from 
1967  to  2012. 

The  decline  in  the  poverty  rate  among  women  has  been  tempered 
by  an  increase  in  the  number  of  single  mothers,  who  have  higher  rates 
of  poverty.  The  share  of  working-age  women  who  are  single  mothers 
rose  from  11.6  to  16.1  percent  between  1967  and  2012.  Had  the  poverty 
rates  of  demographic  groups  (based  on  marriage  and  motherhood 
only)  remained  as  they  were  in  1967,  this  change  would  have  increased 
poverty  rates  for  working-age  women  by  2.1  percentage  points.  In  fact, 
poverty  rates  of  women  in  all  marriage  and  motherhood  groups  fell  due 
to  increased  work,  rising  education,  and  smaller  families  (Cancian  and 
Reed  2009),  as  well  as  to  the  increased  impact  of  the  safety  net  described 
in  this  chapter. 

The  effect  of  government  transfer  and  social  insurance  programs 
on  poverty  is  slightly  larger  for  women  than  for  men.  These  programs 
reduced  the  2012  poverty  rate  by  8.1  percentage  points  for  working-age 
women  compared  to  6.4  percentage  points  for  working-age  men.  This 
gender  difference  has  been  fairly  stable  over  time,  indicating  that  growth 
in  these  programs  does  not  explain  the  narrowing  poverty  gap  shown 
above.  Rather,  the  closing  of  the  gender  poverty  gap  appears  to  be  due  to 
increases  in  women’s  education  and  employment  rates  relative  to  men. 


SPM  Poverty  Rates  for  Working  Age  Adults  by  Gender,  1967-2012 
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expenditures  on  medical  expenses  from  a  family’s  resources,  and  the  elderly 
tend  to  have  much  higher  medical  expenses.  Indeed,  if  the  out-of-pocket 
medical  costs  were  not  subtracted,  the  measured  elderly  poverty  rate  would 
be  only  8.4  percent— lower  than  their  official  poverty  rate  of  9.1  percent.'^ 
In  the  absence  of  Medicare  and  Medicaid,  out-of-pocket  medical  expenses 
of  the  elderly  would  almost  certainly  cause  their  poverty  to  be  much  higher 
than  the  SPM  poverty  rate  of  14.8  percent. 

Women 

Women  are  more  likely  than  men  to  be  in  poverty,  with  a  2012  pov¬ 
erty  rate  of  16.7  percent  compared  to  15.3  percent  among  men.  This  gap 
largely  reflects  higher  poverty  among  single  women,  both  those  age  18-64 
(22.9  percent  compared  to  20.2  percent  among  single  men)  and  those  age  65 
or  older  (21.2  percent  compared  to  16.1  percent  among  single  men). 

Childcare  responsibilities  help  explain  the  poverty  gap  for  single 
working-age  women.  Almost  one-third  (31.0  percent)  of  single  women  age 
18-64  lived  with  their  children  in  2012,  among  whom  the  poverty  rate  was 
27.5  percent.  Just  over  one-third  (35.2  percent)  of  single  mothers  age  18-64 
were  employed  full-time,  full-year  in  2012,  compared  to  44.6  percent  of 
single  working-age  males  and  43.3  percent  of  single  working-age  women 
without  children  at  home.  Increased  support  for  childcare  for  young  chil¬ 
dren  has  been  shown  to  positively  affect  mothers’  employment  hours  and 
earnings  (Connelly  and  Kimmel  2003;  Misra,  Budig,  and  Boeckmann  2011). 
The  high  poverty  rate  among  older  single  women  relative  to  men  reflects  a 
combination  of  lower  Social  Security  benefits  due  to  lower  lifetime  earnings; 
lower  rates  of  pension  coverage;  and  greater  longevity  that  increases  the 
chances  of  outliving  their  private  savings  (Anzick  and  Weaver  2001,  SSA 
2012). 

Race  and  Ethnicity 

Poverty  rates  have  fallen  for  all  racial  and  ethnic  groups  over  time 
and  gaps  by  race  have  shrunk  slightly.  However,  troubling  gaps  still  remain. 
In  1959,  nearly  three-fifths  of  African  Americans  were  in  poverty,  which 
was  nearly  three  times  the  poverty  rate  of  Whites.  The  fraction  of  African 
Americans  in  poverty  has  fallen  by  more  than  half  since  then;  yet  at  25.8 
percent,  the  SPM  poverty  rate  for  African  Americans  is  still  more  than 
double  the  rate  of  10.7  percent  for  Whites.  Today,  the  SPM  poverty  rate 
among  Hispanics  is  27.8  percent,  similar  to  that  among  African  Americans. 

Accounting  for  out-of-pocket  medical  expenses  raises  measured  poverty  for  nonelderly  adults 
and  children  by  2.9  and  3.1  percentage  points,  respectively. 


232  I  Chapter  6 


However,  this  reflects  smaller  declines  in  poverty  among  Hispanics  over  the 
past  50  years.  Among  both  African  Americans  and  Hispanics,  the  official 
and  supplemental  poverty  rates  tell  similar  stories.  However,  the  SPM  reveals 
that  Asian  Americans  have  a  slightly  higher  poverty  rate  than  the  national 
average — at  16.7  percent — while  their  0PM  poverty  rate  is  lower  than  the 
national  average.  The  higher  SPM  rate  for  Asian  Americans  reflects,  in  part, 
the  fact  that  they  tend  to  live  in  high-cost  metropolitan  areas  (for  example, 
Los  Angeles  and  New  York  City)  and  the  SPM  poverty  thresholds  are  higher 
in  such  places  due  to  its  geographic  adjustments  for  cost  of  living.  Finally, 
while  measures  of  poverty  among  American  Indians  and  Alaska  Natives  are 
not  available  in  the  earlier  period,  currently  they  have  the  highest  rates  of 
poverty  of  any  race  and  ethnicity  group  at  30.3  percent  in  2012. 

People  with  Disabilities 

Over  one-fourth  of  working-age  people  with  disabilities  are  estimated 
to  live  in  poverty,  using  both  the  OPM  (28.4  percent)  and  SPM  (26.5  per¬ 
cent)  measures.  This  largely  reflects  their  low  employment  rates.  The  effec¬ 
tive  poverty  rate  of  people  with  disabilities  may  be  understated  due  to  the 
extra  costs  that  often  accompany  disability,  such  as  for  home  and  vehicle 
renovations,  assistive  equipment,  personal  assistance,  and  other  items  and 
services  that  may  not  be  covered  by  insurance  or  government  programs 
(Sen  2009:  258,  She  and  Livermore  2007,  Fremstad  2009,  Schur,  Kruse,  and 
Blanck  2013;  32-33). 

Rural  and  Urban  Communities 

'Fhe  official  poverty  measure  overestimates  rural  poverty  since  rural 
communities  tend  to  have  lower  costs  of  living  than  urban  areas  and  the 
official  measure  does  not  take  geographic  cost-of-living  differences  into 
account.  However,  the  OPM  has  revealed  that  significant  poverty  persists  in 
rural  communities  throughout  the  countiy  today.  The  Economic  Research 
Service  of  the  U.S.  Department  of  Agriculture  estimates  that  85  percent  of 
persistent  poverty  counties— counties  that  have  been  in  high  poverty  (over 
20  percent  based  on  the  OPM)  for  at  least  30  years— are  in  rural  areas.’^  The 
gap  between  poverty  rates  outside  and  within  metropolitan  areas,  though, 
has  narrowed  since  1959  when  poverty  rates  outside  metropolitan  areas 
were  more  than  double  the  rates  within  these  areas.  In  fact,  the  adjustments 


”  See  htlp://\vw\v.er.s.usda.gov/lopics/rural-economy-population/rural-poverty-\vell-being/ 
geography-of-poveit)'.aspx#.UurSXhBdXAO 
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for  different  housing  costs  across  geographic  areas  in  the  SPM  show  that 
poverty  rates  are  higher  in  metropolitan  areas  than  in  rural  areas  today. 

Assessing  the  War  on  Poverty 

This  section  presents  new  historical  estimates  of  the  poverty  rate  from 
1967  to  2012  based  on  the  Supplemental  Poverty  Measure  and  shows  that 
substantial  progress  has  been  made  in  reducing  poverty  since  President 
Johnson  began  major  policy  initiatives  as  part  of  his  fight  against  poverty.  In 
the  past  45  years,  the  poverty  rate  fell  from  25.8  to  16.0  percent — a  reduc¬ 
tion  of  over  one-third.  CEA  documents  that  much  of  this  decline  was  due 
to  the  increased  poverty-reducing  effects  of  the  safety  net  expansion  set  in 
motion  during  the  Johnson  Administration.  Based  on  a  measure  of  pre-tax, 
pre-transfer  income,  the  poverty  rate  would  be  about  as  high  today  as  in 
1967:  over  28  percent.  These  analyses  show  that  safety  net  programs  lifted  45 
million  people  from  poverty  in  2012  and,  between  1968  and  2012,  prevented 
1.2  billion  “person  years”  from  living  below  the  poverty  line.  This  section 
first  reviews  changes  in  the  economy  that  provide  context  for  understanding 
the  lack  of  growth  in  market  incomes  in  the  bottom  part  of  the  distribution 
over  this  time  period.  The  section  then  presents  estimates  of  poverty  trends 
since  1967,  measured  using  modern  methods. 

Context 

The  architects  of  the  War  on  Poverty  were  confident  they  would  live 
to  see  poverty  eradicated.  Looking  at  the  data  at  their  disposal  at  the  time,  it 
is  easy  to  see  how  an  analyst  might  have  believed  the  end  of  poverty  was  on 
the  horizon.  Figure  6-1  shows  the  trend  in  the  official  poverty  measure — the 
only  consistently  available  measure  tracking  poverty  until  recently — from 
1959  through  2012.  Based  on  the  trend  in  poverty  observ'ed  between  1959 
and  1968,  one  would  have  indeed  forecast — extrapolating  linearly — that 
poverty  would  be  eradicated  by  1980.  Poverty  fell  by  a  remarkably  consistent 
rate  of  about  1.15  percentage  points  a  year  over  that  10-year  period,  but  the 
official  poverty  measure  stopped  declining  afterwards,  reaching  its  lowest 
point  in  1973. 

As  previously  noted,  the  0PM  is  a  measure  of  cash  income  that  does 
not  include  non-cash  benefits  or  tax  credits.  While  it  does  not  accurately 
capture  the  trend  in  poverty  over  time,  it  is  nonetheless  worth  considering 
why  the  improvement  in  this  measure  of  cash  income  slowed  so  abruptly  in 

This  comparison  may  be  affected  by  significant  differences  among  geographic  areas  in  costs 
other  than  housing,  such  as  transportation.  In  addition,  there  may  be  differences  in  housing 
quality  that  are  not  captured  by  the  differences  in  housing  costs. 
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I'igurc  6-1 

Trends  in  the  Official  Poverty  Measure,  1959-2012 

I’crccnt 


Source:  Uurcau  ol  l^lwr  Statistics,  (  itnciit  Population  Suney.  Anmial  StKial  and  IxoiKrniic  Supplcinciit ; 

Cl  iA  calcitlations 

the  early  1970s.  The  first,  and  clearest,  answer  is  that  Social  Security  expan¬ 
sions  during  the  1960s  brought  the  rate  of  poverty  among  the  elderly  down 
rapidly  before  leveling  in  the  1970s  (Engelhard!  and  Gruber  2006).  In  1959, 
39.9  percent  of  those  65  and  older  were  in  poverty,  but  by  1974  that  fraction 
had  fallen  to  14.6  percent  (based  on  the  OPM).  Over  the  next  38  years,  the 
elderly  poverty  rate  fell  further  to  9.1  percent  in  2012.  The  deceleration  in 
poverty  reduction  is  less  pronounced  for  nonelderly  adults  and  children.  In 
fact,  using  the  SPM  measure  that  accounts  for  expansions  of  the  EITC  and 
non-cash  transfers,  children’s  poverty  had  greater  declines  in  the  1990s  than 
in  the  1960s  or  1970s. 

Growth  in  inequality  has  also  helped  put  the  brakes  on  improvements 
in  cash  income  for  most  households.  Economic  growth  is  an  important 
determinant  of  poverty  (Blank  2000)  as  long  as  the  gains  are  shared  with 
those  in  the  bottom  of  the  income  distribution.  When  growth  fails  to  benefit 
the  bottom,  it  cannot  play  a  role  in  eradicating  poverty.  As  such,  the  distri¬ 
bution  of  income  can  have  a  profound  impact  on  the  level  of  poverty.  While 
the  real  economy  grew  at  an  annual  rate  of  about  2.1  percent  during  the 
1970s  and  1980s,  since  1980  economic  growth  has  not  produced  the  “rising 
tide”  heralded  by  President  Kennedy,  as  rising  inequality  left  incomes  at 
the  bottom  relatively  unchanged  (DiNardo,  Eortin,  Lemieux  1996,  Piketty 
and  Saez  2003,  Lemieux  2008).  As  shown  in  Figure  6-2,  incomes  in  the  top 
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Figure  6-2 

Average  Real  Household  Income  by  Quintile,  1967-2012 

Index  (1973=100) 


20  percent  of  the  income  distribution  rose  dramatically  until  the  2000s  and 
are  about  50  percent  higher  today  than  in  1973.  By  contrast,  real  household 
incomes  in  the  bottom  60  percent  of  the  income  distribution  stagnated  until 
the  mid-1990s  expansion,  and  today  are  little  changed  from  the  business 
cycle  peak  in  1973. 

A  large  group  of  poverty  scholars  have  pointed  to  this  rise  in  inequal¬ 
ity  as  a  leading  explanation  for  the  lack  of  progress  in  reducing  poverty 
since  1980  (for  example.  Blank  1993;  Gottschalk  and  Danziger  1995,  2003; 
Hoynes,  Page,  and  Stevens  2006). 

The  failure  of  the  minimum  wage  to  keep  up  with  inflation  is  an 
important  reason  why  inequality  increased  in  the  1980s  (DiNardo,  Fortin, 
and  Lemieux  1996,  Lee  1999),  and  progress  in  the  fight  against  poverty 
has  slowed.  President  Johnson  extended  both  the  level  and  scope  of  the 
minimum  wage,  with  its  peak  reached  in  real  terms  in  1968.  Since  then,  the 
minimum  wage  has  risen  and  fallen,  but  today  its  level  of  $7.25  an  hour  is 
the  same  in  real  terms  as  in  1950.  At  this  level,  even  factoring  in  the  subsidy 
provided  by  the  EITC,  a  single  parent  of  two  kids  working  full  time  would 
still  have  income  near  the  poverty  line. 

Several  studies  have  documented  a  tight  link  between  the  value  of  the 
minimum  wage  and  measures  of  wage  inequality  in  the  bottom  part  of  the 
income  distribution  (Lee  1999,  DiNardo,  Fortin,  and  Lemieux  1996).  For 
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Box  6-4:  Social  Programs  Serve  All  Americans 

While  the  safety  net  provides  crucial  support  for  families  in  pov¬ 
erty,  far  more  Americans  benefit  from  the  safety  net  than  are  poor  in 
any  given  year.  Of  course,  all  Americans  benefit  from  Social  Security  and 
Medicare  support  for  the  aged,  shielding  both  them  and  their  families 
from  low  income  in  retirement  and  the  costs  of  adverse  health  shocks. 
And  many  people  benefit  from  social  insurance  programs  that  are  not 
means-tested.  For  example,  nearly  half  of  all  Americans  will  benefit  from 
unemployment  insurance  at  some  point  over  a  20-year  period. 

But  even  programs  targeting  primarily  low-income  families  serve 
a  very  high  fraction  of  Americans  at  some  point  in  their  lives.  A  recent 
study  using  administrative  tax  records  from  1989  to  2006  found  that  over 
50  percent  of  tax-filers  with  children  benefited  from  the  EITC  at  some 
point  over  the  19-year  period  (Dowd  and  Horowitz  2011).  Moreover, 
CEA  analysis  of  the  National  Longitudinal  Study  of  Youth  1979  finds 
that  of  all  individuals  aged  14  to  22  in  1979,  over  the  32-year  period  from 
1978  to  2010: 

•  29.6  percent  benefited  from  SNAP; 

•  34.2  percent  received  support  from  SNAP,  AFDC/TANF,  or  SSI; 

and 

•  69.2  percent  received  income  from  SNAP,  AFDC/TANF,  SSI,  or 

UI. 

Looking  at  a  broader  array  of  programs,  a  large  fraction  of  the  pop¬ 
ulation  benefits  in  any  given  year  as  well.  According  to  the  2013  Annual 
Demographic  and  Economic  Supplement  of  the  Current  Population 
Suiv'^ey,  nearly  half  (47.5  percent)  of  all  households  received  support 
from  either  refundable  tax  credits,  SNAP,  Unemployment  Insurance, 
SSI,  housing  assistance,  school  lunch,  TANF,  Women,  Infants,  and 
Children  (WIC),  Medicaid  or  Disability  Insurance. 

An  important  feature  of  the  safety  net  that  is  often  overlooked:  for 
most  programs  the  majority  of  beneficiaries  receive  assistance  for  only 
a  short  period  when  their  earnings  drop  for  some  reason,  and  then  they 
bounce  out  again.  Research  has  shown,  for  example,  that  61  percent  of 
all  EITC  recipients  claimed  the  credit  for  two  years  or  less  (Dowd  and 
Horowitz  2011);  and,  half  of  all  new  SNAP  participants  in  the  mid-2000s 
left  the  program  within  10  months.' 


‘  See:  http://\N'w\v.fns.usda.gov/sites/default/files/BuildingHealthyAmerica.pdf 
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I'igurc  6-3 

Women's  50-10  Wage  Gap  vs  Real  Minimum  Wage,  1973-2012 


Index  (1973=1(X)) 


Index  (1973=1(K)),  inverted 


example,  as  shown  in  Figure  6-3,  changes  in  the  ratio  of  the  median  wage 
to  the  10th  percentile  of  the  wage  distribution  (the  “50-10  wage  gap”)— a 
measure  of  inequality  in  the  bottom  of  the  wage  distribution — for  women 
correlate  veiy  closely  with  changes  in  the  real  value  of  the  minimum  wage.*'' 
The  best  research  suggests  that  increases  in  the  minimum  wage  do  not  result 
in  job  losses  large  enough  to  undermine  the  goal  of  raising  incomes  for 
the  poor  (Dube,  Lester,  Reich  2010).  Moreover,  a  recent  meta-analysis  by 
Doucouliagos  and  Stanley  (2009)  covering  over  1 ,000  estimates  of  minimum 
wage  effects  finds  “no  evidence  of  a  meaningful  adverse  employment  effect.” 
Finally,  a  recent  analysis  and  review  of  the  literature  by  Dube  (2013)  finds 
consistent  evidence  across  studies  that  a  10  percent  increase  in  the  minimum 
wage  decreases  the  poverty  rate  by  about  2.4  percent. 

Another  important  factor  in  rising  inequality  and  slow  wage  growth 
among  low-  and  middle-income  workers  has  been  the  decline  in  unioniza¬ 
tion.  The  percent  of  U.S.  workers  represented  by  unions  has  nearly  halved 
from  23.3  percent  in  1983  to  12.4  percent  in  2013.'*  This  decline  has  con¬ 
tributed  to  inequality  because  unions  reduce  inequality  by  raising  the  wages 


The  figure  updates  an  analysis  in  Lemieux  (2008),  who  graciously  shared  data. 
Retrieved  from  http://www.bls.gov/cps/cpslutabs.htm,  January  30,  2014. 
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of  low-  and  middle-income  workers  and  compressing  the  returns  to  skill 
(DiNardo,  Fortin,  and  Lemieux  1996;  DiNardo  and  Lemieux  1997). 

Many  obseiwers  have  implicated  various  demographic  changes— most 
prominently,  increased  immigration  and  a  decline  in  two-parent  families — 
as  additional  factors  behind  the  lack  of  progress  in  market  incomes  in  the 
lower  part  of  the  distribution.  The  recent  literature  on  immigration  rejects 
the  claim  that  competition  from  immigrants  has  had  a  meaningfully  adverse 
effect  on  the  wages  or  poverty  rates  of  native  workers  (Peri  2013).  Because 
the  country-of-origin  composition  of  immigrants  has  increasingly  shifted 
toward  poorer  countries,  however,  immigration  has  had  a  mechanical  effect 
on  poverty  rates.  Card  and  Raphael  (2013)  estimate  that  changes  in  the 
population  shares  and  the  country  of  origin  of  the  foreign  born  increased 
overall  poverty  rates  (based  on  0PM)  by  3.7  percentage  points  between 
1970  and  2009.  White  some  immigrant  households  that  may  have  seen  their 
incomes  rise  as  a  result  of  coming  to  the  United  States,  many  still  fall  below 
the  poverty  line  here.  But  other  analysts  focusing  on  different  time  periods 
generally  find  much  smaller  compositional  effects.  For  example,  Hoynes, 
Page,  and  Stevens  (2006)  find  that  increased  immigration  accounts  for  only 
a  0.1  percentage  point  increase  in  poverty  between  1979  and  1999. 

Another  dramatic  change  since  the  1960s  is  a  large  increase  in  the 
number  of  people  living  in  single-female  headed  households.  As  shown  in 
Table  1,  individuals  in  such  households  typically  have  double  the  poverty 
rates  of  the  national  average,  so  this  change  also  tends  to  increase  the  poverty 
rate.  Using  decomposition  techniques,  Hoynes,  Page,  and  Stevens  (2006) 
show  that  changes  in  family  structure  alone  accounted  for  a  3.7  percentage 
point  increase  in  the  (0PM)  poverty  rate  between  1967  and  2003.'^  In  fact, 
women’s  poverty  rates  declined  over  this  time  period  due  to  their  educa¬ 
tional  attainment,  labor  force  participation,  higher  earnings,  and  they  had 
fewer  children  (Reed  and  Cancian  2001).  Moreover,  changes  in  family  struc¬ 
ture  can  both  cause  and  be  caused  by  changes  in  economic  circumstances. 

'Fhe  last  three  decades  have  also  seen  a  historic  rise  in  incarceration, 
which  has  led  to  greater  poverty.  The  fraction  of  the  population  in  prison 
rose  from  221  per  100,000  in  1980  to  762  per  100,000  in  2008  (Western  and 
Pettit  2010).’®  In  the  short  term,  imprisonment  removes  wage  earners  from 
the  family,  which  reduces  their  family’s  income  and  increases  the  probability 
of  their  children  growing  up  in  poverty.  For  example,  Johnson  (2008)  finds 

Like  all  decompositions,  the  reference  period  matters.  If  the  decomposition  is  performed 
using  2009  poverty  rates  rather  than  those  in  1970,  the  predicted  increase  is  2.8  percentage 
points. 

***  Research  suggests  the  increase  is  driven  primarily  by  increased  sentencing  severity  rather 
than  increases  in  criminal  activity  (Caplow  and  Simon  1999,  Nicholson-Crotty  and  Meier 
2003). 
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that  child  poverty  increases  by  8.5  percentage  points  and  family  income  falls 
by  an  average  of  $8,700  while  a  father  is  in  prison. 

I’here  are  also  long-term  negative  impacts  on  earnings  from  incarcer¬ 
ation  that  lead  to  higher  rates  of  poverty  among  those  with  a  criminal  record. 
Offenders’  wages  are  lower  by  between  3  and  16  percent  after  incarceration 
(Raphael  2007;  Western  2002)  and  employment  and  labor  force  participa¬ 
tion  are  also  negatively  affected.  Research  shows  that  each  additional  per¬ 
centage  point  of  imprisonment  of  African  American  men  is  associated  with 
a  reduction  in  employment  or  labor  force  participation  of  young  African 
American  men  of  approximately  1.0  to  1.5  percentage  points.  This  relation¬ 
ship  implies  that  the  increases  in  incarceration  over  the  last  three  decades 
have  reduced  employment  and  labor  force  participation  among  young 
African  American  males  by  3  to  5  percentage  points  (Holzer  2007).  Holzer 
also  notes  that,  while  the  magnitude  of  the  effect  of  incarceration  on  White 
and  Latino  offenders  is  less  clear,  most  studies  find  that  their  experience  with 
employment  and  labor  force  participation  after  incarceration  is  similar  to 
that  of  African  American  men. 

Together,  the  factors  described  above  created  headwinds  in  the  fight 
on  poverty.  Evaluating  the  precise  impact  of  these  factors  is  beyond  the 
scope  of  this  report,  but  it  is  likely  that  their  combined  influence  was  to  exert 
modest  upward  pressure  on  poverty  rates.  As  shown  below,  the  fact  that 
“market  poverty”  stayed  relatively  constant  over  this  time  period  suggests 
that  improvements  in  education  or  other  factors  may  have  offset  the  adverse 
effects  of  these  demographic  and  other  changes.  Previous  studies  based  on 
the  OPM  support  this  notion.  For  example,  Mishel  et  al.  (2013)  suggest 
that  the  impact  of  increases  in  education  in  reducing  poverty  were  slightly 
greater  than  the  adverse  impact  of  changing  demographics. 

Correcting  the  Historical  Account  of  Poverty  Since  the  1960s 

The  official  poverty  measure  introduced  by  President  Johnson’s 
administration  ignores,  by  design,  the  most  important  antipoverty  programs 
introduced  during  and  after  the  War  on  Poverty.  In  particular,  resources 
from  nutrition  assistance,  tax  credits  for  working  families,  and  access  to 
health  insurance  are  not  considered  when  computing  whether  a  family  is 
poor  by  the  traditional  metric. 

The  Census  Bureau  has  published  the  Supplemental  Poverty  Measure 
only  as  far  back  as  2009.  But  recent  research  by  poverty  scholars  on  alternate 
measures  of  poverty  all  find  that  the  official  poverty  rate  displayed  in  Figure 
6-1  dramatically  understates  the  decline  in  poverty  since  the  1960s  (Fox 
et  al.  2013,  U.S.  Census  Bureau  2013,  Meyer  and  Sullivan  2013,  Sherman 
2013).  Work  by  Wimer,  Fox,  Garfmkel,  Kaushal,  and  Waldfogel  (2013)  is 
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particularly  valuable  since  they  estimate  poverty  rates  from  1967  to  2012 
following  the  SPM  methodology  for  computing  family  resources.  They  also 
measure  poverty  using  an  “anchored”  measure  that  uses  a  fixed  poverty 
threshold  based  on  expenditures  on  necessary  items  in  2012,  adjusted  only 
for  inflation  in  each  year  (with  inflation  measured  using  a  historically  con¬ 
sistent  series,  the  CPI-U-RS).’® 

Figure  6-4  shows  a  striking  fact:  poverty  has  declined  by  38  percent 
since  1967,  according  to  the  anchored  SPM  measure.  And,  unlike  the  OPM, 
it  continued  to  fall  after  the  early  1970s.  The  figure  shows  the  evolution  of 
the  poverty  rate  using  the  anchored  SPM  measure  of  poverty  from  1967 
to  2012,  compared  with  the  official  poverty  rate  reproduced  from  Figure 
6-1.  Using  the  more  accurate  SPM  measure  of  family  resources  changes 
the  historical  account  of  poverty  in  the  United  States  significantly:  between 
1967  and  2012,  poverty  rates  fell  by  9.8  percentage  points— from  25.8  to  16.0 
percent.  The  trend  in  the  SPM  depicted  in  Figure  6-4  is  very  similar  to  that  of 
an  alternative  measure  of  poverty  based  on  consumption  data,  which  Meyer 
and  Sullivan  (2013)  argue  is  a  better  measure  of  material  hardship  (Box  6-2). 

Figure  6-4  shows  that  the  fraction  of  Americans  in  poverty  fell 
smoothly  between  1967  and  1979  to  a  low  of  17.4  percent,  a  period  where  the 
discrepancy  with  the  trend  shown  by  the  official  measure  is  driven  primarily 
by  more  accurate  accounting  for  inflation  in  the  1970s.  After  rising  steeply 
during  the  double-dip  recession  of  the  early  1980s,  poverty  rates  fell  slightly 
until  rising  again  with  the  early  1990s  recession. 

In  contrast  to  the  depiction  of  the  OPM,  the  steepest  declines  in  the 
fraction  of  people  in  poverty  occurred  during  the  economic  expansion  of 
the  1990s.  During  that  period,  poverty  fell  from  20.7  percent  in  1993  to 
14.6  percent  in  2000,  the  lowest  poverty  rate  observed  since  1967.  As  shown 
in  Figure  6-2,  economic  growth  in  the  1990s  provided  a  strong  boost  to 
low-income  households  as  earnings  grew  even  in  the  bottom  one-fifth  of 
incomes,  in  contrast  to  the  experience  of  any  other  decade  since  the  1960s. 
Dramatic  increases  in  the  value  of  the  EITC  leveraged  this  upswing  in  the 


The  “anchored  poverty”  measure  allows  progress  to  be  measured  against  a  constant 
definition  of  living  standards.  Using  the  SPM  methodology  of  updating  poverty  thresholds 
each  year  to  reflect  rising  expenditures  on  food,  clothing,  shelter,  and  utilities  shows  less  of  a 
decline  in  poverty  since  the  real  value  of  the  poverty  thresholds  rise  over  time  (Fox  et  al.  2013). 
Data  constraints  prevent  Wimer  et  al.  (20)3)  from  following  the  SPM  methodolog)'  exactly. 
The  most  important  discrepancy  from  the  Census  procedure  is  that  Wimer  et  al.  do  not  adjust 
the  poverty  thresholds  for  geographic  differences  in  living  costs.  It  is  worth  noting  that  an 
alternative  measure  anchors  poverty  thresholds  based  on  necessar)’  expenditures  in  1967,  and 
adjusts  for  inflation  each  year  afterwards.  Both  measures  show  similar  declines  in  poverty,  but 
using  expenditures  in  2012  gives  a  higher  level  of  poverty  in  ever)'  period  since  increased  real 
spending  on  necessities  over  time  has  led  to  a  higher  SPM  poverty  threshold. 
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labor  market  to  further  encourage  work  and  channel  even  more  resources  to 
low-income  working  families. 

One  last,  and  remarkable,  fact  shown  in  Figure  6-4  is  that  the  poverty 
rate  ticked  up  only  slightly  during  the  Great  Recession  after  remaining 
steady  for  most  of  the  2000s.  Despite  the  largest  rise  in  unemployment  since 
the  Great  Depression,  the  poverty  rate  rose  by  only  0.5  percentage  points 
overall  between  2007  and  2010.  As  discussed  below,  this  shows  how  effective 
the  safety  net  and  its  expansion  through  the  2009  American  Recovery  and 
Reinvestment  Act  (the  Recovery  Act)  have  been.  Since  much  of  the  credit  for 
this  is  due  to  expansions  in  SNAP  and  tax  credits,  the  official  poverty  rate 
fails  to  capture  this  crucial  success. 

The  poverty  rates  for  children  and  for  working-age  adults  follow  a 
similar  pattern  to  the  overall  trend  shown  in  Figure  6-4.  The  fraction  of  chil¬ 
dren  living  in  poverty  declined  from  29.4  percent  in  1967  to  18.7  percent  in 
2012;  for  working-age  adults,  the  poverty  rate  fell  from  19.8  to  15.1  percent 
over  the  same  period.  For  the  elderly,  the  trend  in  poverty  is  one  of  near 
continuous  decline.  Poverty  fell  quite  rapidly  up  until  the  early  1980s,  driven 
by  large  growth  in  per  capita  Social  Security  payments,  from  46.5  percent  in 
1967  to  20.7  percent  in  1984.  Elderly  poverty  fell  further  during  the  1990s 
expansion  to  a  low  of  16.5  percent  in  1999,  and  then  ticked  up  slightly  in 
the  2000s.  Driven  in  part  by  the  Recovery  Act  stimulus  payments,  elderly 
poverty  declined  from  17.6  percent  to  15.2  percent  between  2007  and  2009, 
and  it  remained  at  that  level  in  2012. 

Measuring  the  Direct  Impact  of  Antipoverty  Efforts 

The  fact  that  poverty  rates  have  fallen  overall,  even  as  household 
incomes  in  the  bottom  of  the  distribution  have  stagnated  since  the  1980s, 
suggests  a  substantial  direct  role  that  policies  have  played  in  improving  the 
well-being  of  the  poor.  Wimer  et  al.  (2013)  estimate  the  magnitude  of  this 
impact  by  constructing  “counterfactual”  poverty  measures  that  simulate  the 
fraction  of  the  population  that  would  have  been  poor  in  the  absence  of  all 
government  transfers,  including  the  overall  tax  system.^”  In  other  words, 
they  estimate  the  fraction  of  families  that  would  have  incomes  below  the 
poverty  line  if  the  value  of  all  cash,  in-kind,  and  tax  transfers  they  received 
(or  paid  if  the  family  owed  taxes  on  net)  were  not  counted.  Comparing  the 
difference  between  this  measure  of  “market  poverty”  and  the  SPM  poverty 

While  this  is  a  “static”  exercise  in  that  it  assumes  that  individual  earnings  themselves  are  not 
affected  by  the  existence  of  safety  net  programs,  this  chapter  later  reviews  research  on  the  effects 
of  programs  on  employment  and  earnings  and  finds  that  such  effects  are  generally  small  where 
they  exist,  and  not  large  enough  to  meaningfully  alter  the  conclusions  from  this  simplification 
(Ben-Shalom,  Moffitt,  and  Scholz  2010). 
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l-i«urc  6-4 

Official  vs  Anchored  Supplemental  Poverty  Rates,  1967-2012 

1 ’credit 


rate  provides  a  measure  of  the  reduction  in  poverty  accounted  for  by  govern¬ 
ment  transfers.  Figure  6-5  shows  the  results  of  this  analysis.  The  height  of 
the  overall  shaded  region  indicates  the  poverty  rate  counting  only  market 
income,  while  the  height  of  the  region  shaded  in  black  is  the  SPM  poverty 
rate  shown  in  Figure  6-4.  The  difference,  shaded  in  green,  represents  the 
percentage  of  the  population  lifted  from  poverty  by  the  safety  net  and  the 
net  effect  of  the  tax  system.^* 

In  part  because  of  the  rising  inequality  in  earnings  described  above, 
market  poverty  increased  over  the  past  45  years  by  1.7  percentage  points 
from  27.0  percent  in  1967  to  28.7  percent  in  2012.  In  contrast,  poverty  rates 
that  are  measured  including  taxes  and  transfers — these  taxes  and  trans¬ 
fers  are  the  green-shaded  region  in  Figure  6-5 — fell  through  most  of  this 
period.  Government  transfers  reduced  poverty  by  1.2  percentage  points  in 
1967.  This  impact  grew  to  about  7.4  percentage  points  by  1975  due  to  the 


There  are  two  counterfactuals  estimated  by  Wimer  et  al.  that  are  used  in  this  report  to 
discuss  the  impact  of  the  safety  net.  For  most  estimates  of  the  impact  of  the  safety  net  we  use 
a  counterfactual  poverty  rate  that  strips  away  (“zeroes  out”)  all  cash  and  in-kind  transfers,  as 
well  as  refundable  tax  credits  but  continues  to  subtract  any  “normal”  tax  liability  from  family 
resources.  In  this  section,  we  define  “market  poverty”  similarly,  only  this  measure  additionally 
zeroes  out  all  tax  liabilities.  Since  poor  families  near  the  poverty  line  tend  to  have  positive  tax 
liabilities,  market  poverty  rates  are  slightly — about  1.8  percentage  points  in  2012 — lower  (since 
we  assume  families  can  keep  the  taxes  they  in  fact  must  pay). 
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expansion  of  the  safety  net  spurred  by  the  War  on  Poverty,  and  hovered 
around  that  level  until  the  Great  Recession  when  it  increased  to  12.7  per¬ 
centage  points  in  2012. 

Despite  an  increase  in  “market  poverty”  of  4.5  percentage  points 
between  2007  and  2010,  the  actual  SPM  poverty  rate  rose  only  0.5  percentage 
points  due  to  the  safety  net.  In  fact,  the  2009  Recovery  Act  reduced  poverty 
by  1.7  percentage  points  in  2010  through  its  extensions  to  the  safety  net  as 
discussed  below.  Overall,  for  the  entire  45-year  period,  the  poverty  decline 
of  9.8  percentage  points  is  almost  entirely  accounted  for  by  the  increased 
effectiveness  of  the  safety  net. 

Figure  6-6  shows  a  similar  analysis  of  the  effect  of  the  safety  net  on 
trends  in  deep  poverty  and  highlights  two  important  features  of  the  safety 
net  often  overlooked.  First,  the  safety  net  improves  the  well-being  of  many 
more  individuals  than  is  reflected  in  the  standard  accounting  of  how  many 
individuals  are  lifted  from  poverty:  in  2012,  about  one  in  twenty  (5.3  per¬ 
cent)  Americans  lived  in  deep  poverty,  yet  without  government  transfers  the 
number  would  be  closer  to  one  in  five  (18.8  percent). 

Second,  the  safety  net  almost  entirely  eliminates  cyclical  swings  in  the 
prevalence  of  deep  poverty.  Figure  6-6  shows  that  despite  large  increases  in 

As  described  earlier,  the  underreporting  of  government  income  and  benefits  means  that  this 
is  likely  to  be  a  conserx'ative  lower-bound  estimate  of  the  effect  of  the  safety  net. 
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deep  market  poverty  driven  by  the  business  cycle,  there  is  little  if  any  rise  in 
actual  deep  poverty  due  to  the  supports  provided  by  the  safety  net. 

Again,  this  phenomenon  is  especially  visible  during  the  Great 
Recession,  when  the  prevalence  of  deep  poverty  ticked  upward  by  only  0.2 
percentage  points  despite  an  increase  in  market  deep  poverty  of  3.3  percent¬ 
age  points.  This  corresponds  to  more  than  9.5  million  men,  women,  and 
children  prevented  from  living  below  half  the  poverty  line  during  the  Great 
Recession.  Over  the  45  years  shown  in  Figure  6-6,  deep  “market  poverty” 
actually  rises  from  14.9  to  18.8  percent.  Despite  that  increase,  the  fraction  of 
those  in  deep  poverty  fell  from  8.2  to  5.3  percent. 

The  Role  of  Antipoverty  Programs:  A  Closer  Look 

This  section  presents  further  detail  on  antipoverty  effects  of  specific 
components  of  the  safety  net.  In  particular,  it  highlights  the  impact  that 
different  groups  of  programs— cash  transfers,  in-kind  transfers,  and  tax 
credits — have  on  the  poverty  rates  of  different  age  groups.  It  also  shows  how 
the  relative  importance  of  programs  for  nonelderly  adults  and  children  has 
changed  since  the  start  of  the  War  on  Poverty. 

The  section  then  refutes  the  concern  critics  have  raised  that  the  exis¬ 
tence  of  safety  net  programs  may  undermine  growth  in  market  incomes  as 
well  as  our  efforts  to  fight  poverty.  The  social  safety  net  has  increasingly 
been  designed  to  reward  and  facilitate  work  increasing  participation  rates — 
in  many  cases,  requiring  work.  Even  where  programs  are  not  explicitly 
designed  to  require  work,  the  highest-quality  studies  suggest  that  adverse 
earnings  effects  of  safety  net  programs  are  nonexistent  or  veiy  small,  in  part 
due  to  reforms  over  the  past  two  decades  that,  for  example,  have  phased  out 
benefits  gradually  with  increases  in  earnings  to  minimize  disincentives  to 
work. 

Finally,  this  section  presents  findings  on  the  level  of  economic  mobil¬ 
ity  of  individuals  born  into  poverty  in  the  United  States,  and  the  results  of 
recent  research  showing  the  potentially  large  returns  to  social  spending  in 
terms  of  long-term  outcomes  of  children  in  families  receiving  support. 

Antipoverty  Effects  of  Specific  Programs 

'fhis  section  illustrates  the  role  that  various  antipoverty  programs 
have  had  in  improving  the  well-being  of  different  populations,  and  how  the 
relative  impacts  of  these  programs  have  evolved  since  the  War  on  Poverty 
began.  It  is  based  on  an  effectively  “static”  analysis  that  zeroes  out  income 
derived  from  various  public  programs  to  ask  wbat  effect  this  would  have  on 
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poverty.  The  next  subsection  considers  some  of  the  broader  impacts  that 
these  programs  have  on  employment  and  earnings. 

Table  2  shows  the  impact  of  various  safety  net  programs  on  overall 
poverty,  and  for  three  separate  age  groups:  children,  adults  age  19  to  64,  and 
elderly  adults  age  65  and  over.  The  safety  net  program  with  the  single  great¬ 
est  impact  is  Social  Security,  which  provides  income  to  the  elderly,  people 
with  disabilities,  and  suniving  spouses  and  children,  reducing  the  overall 
poverty  rate  by  8.6  percentage  points  in  2012.  The  program’s  impacts  on 
elderly  poverty  are  profound:  without  Social  Security  income,  the  poverty 
rate  of  the  elderly  would  be  54.7  percent,  rather  than  its  rate  of  14.8  percent 
in  2012.  On  the  other  end  of  the  age  spectrum,  refundable  tax  credits  like  the 
EITC  and  the  Child  Tax  Credit  (CTC)  have  large  impacts  on  child  poverty — 
reducing  the  fraction  of  children  in  poverty  by  6.7  percentage  points. 

Tax  credits  also  reduce  the  poverty  rates  of  nonelderly  adults  by  2.3 
percentage  points.  The  Supplemental  Nutrition  Assistance  Program  also  has 
a  dramatic  effect  on  poverty,  reducing  child  poverty  by  3.0  percentage  points 
and  overall  poverty  rates  by  1.6  percentage  points. 

Finally,  unemployment  insurance  (UI)  reduced  poverty  by  0.8  percent 
overall  in  2012.  This  effect,  as  with  the  effects  for  other  programs,  was  less 
than  at  the  height  of  the  Great  Recession  when  more  people  were  without 
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work:  in  2010,  for  example,  unemployment  insurance  reduced  poverty  by 
1.5  percentage  points  overall  (Short  2012). 

As  noted,  all  of  these  estimates  ignore  the  incentives  to  alter  work 
behavior  created  by  government  programs  and  are  not  definitive  causal 
estimates  of  the  impact  of  the  different  programs  on  poverty.  For  example. 
Social  Security  may  affect  market  incomes  by  changing  retirement  and  sav¬ 
ings  incentives.  Similarly,  the  estimates  do  not  take  into  account  the  role 
that  UI  plays  in  keeping  people  attached  to  the  labor  force,  or  that  the  EITC 
plays  in  incentivizing  additional  hours  of  work  and  participation  in  the  labor 
force.  The  importance  of  these  considerations  is  discussed  below. 

Even  programs  with  a  small  impact  on  overall  poverty  rates  may  be 
veiy  effective  in  reducing  poverty  for  certain  populations  or  in  alleviating 
hardship  without  lifting  individuals  out  of  poverty.  For  example,  SSI  reduces 
poverty  rates  by  1.1  percentage  point  overall,  but  this  represents  a  large  pov¬ 
erty  reduction  concentrated  among  a  relatively  small  number  of  low-income 
recipients  who  are  elderly  or  have  a  disability.  TANF  and  General  Assistance 
(state  programs  which  typically  provide  limited  aid  to  very  poor  individuals 
not  qualifying  for  other  aid)  have  only  a  small  impact  on  the  overall  poverty 
rate  at  0.2  percentage  points,  as  TANF  benefits  are  generally  insufficient  to 
bring  people  above  the  poverty  level.  However,  by  raising  the  incomes  of 
those  in  poverty  these  programs  have  a  much  greater  impact  on  reducing 
deep  poverty. 

Based  on  their  historical  estimates  of  SPM  poverty  rates,  Wimer  et  al. 
(2013)  conduct  similar  analyses  to  those  in  Table  2  for  each  year  since  1967 
for  different  groups  of  safety  net  programs.  Their  results  shed  light  on  how 
the  safety  net  has  changed  over  the  past  50  years. 

In  aggregate,  the  antipoverty  effects  of  three  types  of  federal  aid  pro¬ 
grams— support  through  cash  programs  like  Social  Security,  SSI,  and  TANF; 
in-kind  support  like  SNAP  and  housing  assistance;  and  tax  credits  like  the 
EITC  and  CTC— all  increase  over  time,  driving  down  overall  poverty  rates. 
The  steady  increase  in  the  effect  of  each  type  of  program  masks  some  dif¬ 
ferences  across  the  populations  served  by  each  program.  For  the  elderly,  for 
example,  the  trend  is  dominated  by  the  growing  real  value  of  Social  Security 
payments  steadily  driving  down  the  elderly  poverty  rate. 

For  children,  however,  there  is  a  shift  in  importance  of  the  safety  net's 
different  components.  Figure  6-7  shows  the  effect  of  eliminating  various 
components  of  the  safety  net  resources  on  the  SPM  poverty  rate  in  three 
years  corresponding  to  recession-driven  peaks  of  the  poverty  rate.  In  the 
early  1 970s  recession,  AFDC,  and  food  stamps  (now  known  as  Supplemental 
Nutrition  Assistance  Program  or  SNAP)  to  a  lesser  extent,  played  the  most 
important  role  in  alleviating  childhood  poverty;  and  the  EITC  had  not  yet 
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Poverty  Rate  Reduction  from  Government  Programs,  2012 
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been  introduced.  Both  in-kind  transfers  and  the  EITC  had  a  small  impact  on 
child  poverty  in  the  early  1990s  recession,  but  cash  transfer  programs  still 
outweighed  the  poverty-reducing  impact  of  both  programs  put  together. 
During  the  Great  Recession,  however,  we  see  that  in-kind  aid,  cash- 
assistance,  and  tax  credits  all  played  similarly  important  roles  in  reducing 
poverty  for  families  with  children.  This  shift  reflects  both  the  large  structural 
change  away  from  cash  welfare  assistance  during  the  1990s,  and  expansion 
of  both  SNAP  and  tax  credits  through  the  Recover)'  Act. 

Figure  6-8  is  similar  to  Figure  6-7,  only  showing  the  impact  of  vari¬ 
ous  transfer  programs  on  deep  poverty,  or  the  fraction  of  individuals  with 
incomes  below  50  percent  of  the  poverty  threshold.  This  figure  shows  that 
for  deep  poverty,  in-kind  transfers  have  become  the  most  important  safety 
net  program  over  time,  and  tax  credits  are  less  effective  due  to  the  paucity  of 
work  among  families  with  very  low  resources. 

The  Effects  of  Antipoverty  Programs  on  Work  and  Earnings 

In  his  remarks  before  signing  the  cornerstone  legislation  of  the  War 
on  Poverty,  the  Economic  Opportunity  Act,  President  Johnson  declared: 
“Our  American  answer  to  poverty  is  not  to  make  the  poor  more  secure  in 
their  poverty  but  to  reach  down  and  to  help  them  lift  themselves  out  of  the 
ruts  of  poverty  and  move  with  the  large  majority  along  the  high  road  of  hope 
and  prosperity.  The  days  of  the  dole  in  our  country  are  numbered.”  He  went 
on  to  describe  the  need  to  provide  the  poor  with  the  means  to  lift  themselves 
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out  of  poverty  through  job  training  and  employment  services,  among  other 
strategies.  In  the  past  20  years,  this  emphasis  on  promoting  work  through 
antipoverty  programs  intensified  and  we  made  dramatic  changes  to  cash 
welfare  and  other  programs  that  shifted  the  focus  toward  requiring  or 
rewarding  work. 

The  most  important  shift  began  with  the  introduction  of  the  EITC  in 
1975.  The  EITC  was  expanded  multiple  times  in  the  1980s,  1990s,  and  2000s 
as  the  safety  net  shifted  increasingly  toward  work-based  support.  The  EITC 
was  expanded  most  recently  in  the  2009  Recovery  Act,  with  those  improve¬ 
ments  extended  in  2010  and  2013.  Since  1996,  the  EITC  has  accounted  for 
more  support  for  low-income  households  than  traditional  cash  welfare.  In 
2012,  the  EITC  and  the  partially  refundable  CTC  totaled  $90  billion  annu¬ 
ally,  more  than  four  times  the  expenditures  on  the  Temporary  Assistance  for 
Needy  Eamilies  program. 

Because  the  EITC  is  a  supplement  to  labor  market  earnings,  the 
credit  provides  strong  incentives  for  those  with  otherwise  low  labor  force 
attachment  to  increase  their  hours  of  work.  However,  because  the  credit  is 
reduced  as  earnings  continue  to  rise,  it  may  also  provide  those  with  earnings 
above  the  phase-out  threshold — above  $22,870  for  a  married  couple  with 
three  children — an  incentive  to  reduce  their  earnings.  Several  studies  have 
addressed  these  incentive  effects,  and  reach  similar  conclusions:  the  EITC  is 
associated  with  increased  labor  force  participation,  especially  among  single 
mothers,  but  it  does  not  appear  to  substantially  alter  the  hours  or  earnings 
of  those  already  working  (Eissa  and  Liebman  1996,  Liebman  1998,  Meyer 
and  Rosenbaum  2001,  Hotz  and  Scholz  2003,  and  Eissa  and  Hoynes  2005).^’ 
Taken  together,  these  results  suggest  EITC  expansions  played  an  important 
role  in  increasing  labor  force  participation  among  single  mothers,  without 
adversely  affecting  hours  worked  by  those  already  working. 

Meanwhile,  the  1996  welfare  reform  law  replaced  AFDC  with  TANE 
and  significantly  strengthened  work  requirements  in  the  cash  assistance  pro¬ 
gram.  The  Personal  Responsibility  and  Work  Opportunity  Reconciliation 
Act  of  1996  ended  the  entitlement  to  cash  assistance  and  beneficiaries  were 
generally  required  to  work  or  participate  in  “work  activities”  to  receive  assis¬ 
tance.  Moreover,  the  implicit  tax  rate  on  benefits  in  response  to  increased 
earnings — the  benefit  reduction  rate— was  reduced  dramatically  in  many 
states.  Matsudaira  and  Blank  (2013)  show  that  these  changes  increased  the 
return  to  work,  with  potential  income  gains  of  over  $1,842  (in  2000  dollars) 
for  welfare  recipients  working  30  hours  a  week.  At  the  same  time,  it  should 


’’  I-'or  example,  Meyer  and  Rosenbaum  (2001)  suggest  that  EITC  expansion  accounts  for  about 
60  percent  of  the  roughly  10  percentage  point  rise  in  single  mothers’  employment  rates  relative 
to  single  mothers  without  children  between  1984  and  1996. 
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be  noted  that  researchers  have  found  these  reforms  may  have  increased 
hardship  among  groups  with  high  barriers  to  employment,  highlighting 
the  continued  importance  of  programs  that  serve  the  most  disadvantaged 
(Blank  2007;  Danziger,  Turner,  and  Seefeldt  2006). 

While  today’s  safety  net  has  been  reformed  to  promote  work,  it  is 
important  to  note  that  careful  research  has  shown  that  most  assistance 
programs  have  only  small,  if  any,  disincentive  effects  on  work.  This  suggests 
that  the  “static”  estimates  of  the  antipoverty  effects  of  the  programs  shown 
above  largely  capture  the  actual  full  impact  of  these  programs  including  any 
employment  disincentives  they  may  have— and  may  understate  the  poverty- 
reducing  impacts  of  programs  that  effectively  reward  and  facilitate  work 
and  thus  increase  market  earnings.  For  example,  examining  labor  supply 
behavior  of  individuals  in  the  Oregon  Health  Insurance  Experiment,  Baicker 
et  al.  (2013)  find  that  Medicaid  recipients  are  not  less  likely  to  be  employed 
nor  do  they  earn  less  than  they  otherwise  would  have.  Similarly,  Hoynes  and 
Schanzenbach  (2012)  study  the  initial  rollout  of  SNAP  (then  food  stamps) 
and  find  only  small  effects  on  labor  supply.  While  there  are  no  studies  of 
the  employment  effects  of  the  TANF  program  with  its  work  requirements, 
prior  studies  of  AFDC  and  the  Negative  Income  Tax  experiments  of  the 
1970’s  suggest  only  modest  disincentive  effects  of  a  program  without  an 
emphasis  on  work.  Burtless  (1986)  found  that  a  dollar  of  benefits  reduces 
work  earnings  by  20  cents  (total  income  is  increased  by  80  cents),  but  other 
evidence  suggests  the  disincentive  effects  may  have  been  even  smaller  (SRI 
International  1983). 

Evaluating  the  weight  of  the  evidence  for  all  programs,  Ben-Shalom, 
Moffitt,  and  Sholz  (2011)  conclude  that  the  work  disincentive  effects 
of  antipoverty  programs  have  “basically,  zero”  effect  on  overall  poverty 
rates.  Going  program  by  program,  they  conclude  the  behavioral  effects  of 
TANF  are  likely  zero,  and  that  the  work  disincentives  induced  by  disabil¬ 
ity  insurance.  Medicare,  and  Unemployment  Insurance  might  reduce  the 
estimated  “static”  antipoverty  effects  of  those  programs  by  one-eighth  or 
less.  Although  housing  assistance  provides  significant  benefits  to  some  of 
the  poorest  households  including  the  homeless,  its  effects  on  labor  supply 
among  those  of  working-age  and  free  of  disabilities  are  relatively  modest. 
Shroder  (2010)  reports  that  the  net  negative  impact  of  rental  assistance  on 
labor  supply  appears  to  vary  among  subgroups,  may  change  over  time,  and 
seems  rather  small  relative  to  the  amounts  paid  out  in  subsidy.  Jacob  and 
Ludwig  (2012)  find  that  receipt  of  housing  vouchers  in  Chicago  during  the 
welfare  reform  era  reduced  employment  by  3.6  percentage  points  among 
able-bodied  working-age  individuals  and  reduced  earnings  an  average  19 
cents  for  each  dollar  of  subsidies.  Carlson  et  al.  (2011)  find  employment 
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effects  in  the  same  range  for  Wisconsin  voucher  recipients.  Ben-Shalom, 
Moffitt,  and  Scholz  estimate  that  the  poverty  rate  among  housing  assistance 
recipients  is  66.0  percent,  and  use  the  Jacob  and  Ludwig  data  to  estimate 
that  housing  assistance  lowers  the  poverty  rate  among  recipients  by  8.2 
percentage  points  rather  than  the  static  estimate  of  14.9  points.  Finally,  a 
recent  study  by  Chetty,  Friedman,  and  Saez  (2012)  of  the  EITC  on  the  earn¬ 
ings  distribution  also  finds  that  “the  impacts  of  the  EITC  ...  come  primarily 
through  its  mechanical  effects.”  They  do  find,  however,  that  behavioral 
responses  reinforce  the  effects  of  the  safety  net  on  deep  poverty,  so  that  the 
overall  impact  of  the  EITC  might  be  somewhat  greater  than  implied  by  the 
“static”  estimates  because  of  the  increased  work  induced  by  the  program.^'* 

Economic  Mobility 

When  economic  mobility  is  high,  individuals  and  families  can  lift 
themselves  out  of  poverty  by  taking  advantage  of  opportunities  to  improve 
their  economic  well-being.  When  economic  mobility  is  low,  it  is  difficult 
to  change  one’s  economic  status  and  people  may  become  stuck  in  poverty. 
Mobility  can  be  measured  either  as  relative  mobility — the  likelihood  of  mov¬ 
ing  up  or  down  the  income  distribution— or  absolute  mobility,  which  is  the 
likelihood  of  improving  economic  well-being  in  general  without  necessarily 
moving  up  in  the  income  distribution  (reflected  in  the  saying,  “a  rising  tide 
lifts  all  boats”).  When  there  is  low  relative  mobility,  there  are  few  opportuni¬ 
ties  for  poor  people  to  improve  their  standing  in  society  by  moving  up  the 
economic  spectrum,  and  children  from  poor  families  are  likely  to  continue 
to  have  low  economic  and  social  status  as  they  become  adults,  even  if  their 
material  well-being  improves.  When  there  is  low  absolute  mobility,  poor 
people  and  their  children  find  it  hard  to  escape  the  economic  and  material 
hardships  of  poverty. 

While  economic  mobility  in  the  United  States  allows  some  people  to 
escape  poverty,  many  do  not.  About  half  of  the  poorest  individuals  remain 
in  the  lowest  one-fifth  of  the  income  distribution  after  10  and  20  years,  and 
no  more  than  one-fourth  make  it  to  one  of  the  top  three  income  quintiles 
(Acs  and  Zimmerman  2008;  Auten,  Gee,  and  Turner  2013).  Those  who 
were  in  poor  families  as  children  are  estimated  to  have  20  to  40  percent 
lower  earnings  as  adults  compared  to  those  who  did  not  grow  up  in  poverty 
(Mayer  1997;  Corcoran  and  Adams  1997;  Corcoran  2001;  Duncan  et  al. 


Unlike  the  earlier  literature,  they  also  find  evidence  of  a  slight  downward  adjustment 
of  earnings  for  workers  near  200  percent  of  the  poverty  line.  This  is  consistent  with  the 
predictions  of  static  labor  supply  theory  since  that  level  of  earnings  is  in  the  phase-out 
region  of  the  credit.  This  negative  impact  is  small,  however,  and  Chetty,  Friedman,  and  Saez 
emphasize  it  is  dominated  by  the  (also  small)  positive  impacts  at  low  earnings  levels. 
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2012).  Among  the  children  of  low-earning  fathers,  about  two-fifths  of  sons 
and  one-fourth  of  daughters  remained  in  the  lowest  earnings  quintile  when 
they  became  their  father’s  age  (lantti  et  al.  2006).  Consistent  with  this,  more 
than  one-third  of  children  who  grew  up  in  the  lowest  family  income  quintile 
were  in  the  lowest  quintile  when  they  became  adults  (Isaacs  2008).  Among 
children  born  in  1971  with  parents  in  the  lowest  income  quintile,  8.4  percent 
made  it  to  the  top  quintile  by  age  26,  compared  to  9.0  percent  of  those  born 
in  1986,  indicating  that  the  chance  of  moving  up  the  income  distribution  has 
remained  low  and  fairly  stable  over  the  past  few  decades  (Chetty,  Hendren, 
Kline,  Saez,  and  Turner  2014).^^  More  generally,  studies  find  that  about 
one-third  to  slightly  less  than  one-half  of  parents’  incomes  are  reflected  in 
their  children’s  incomes  later  in  life  (Chetty,  Hendren,  Kline,  and  Saez  2014, 
Black  and  Devereux  2011,  Lee  and  Solon  2009),  indicating  that  parents  heav¬ 
ily  influence  children’s  economic  fortunes. 

The  results  of  these  studies  imply  strong  lingering  effects  from  grow¬ 
ing  up  in  poverty.  The  influence  of  poverty  on  future  economic  prospects 
stem  not  just  from  one’s  own  family  status,  but  from  growing  up  in  high- 
poverty  neighborhoods  that  often  have  lower-quality  schools,  lower-paying 
jobs,  higher  crime  rates,  and  other  conditions  that  can  create  disadvantages 
(Sharkey  2009).  Among  children  whose  families  were  in  the  top  three 
quintiles  of  family  income,  growing  up  in  a  high-poverty  neighborhood 
raises  the  likelihood  of  downward  mobility  (falling  at  least  one  quintile) 
by  52  percent  (Sharkey  2009).  A  comparison  across  geographic  regions 
in  the  United  States  indicates  that  economic  mobility  is  higher  in  areas 
with  a  larger  middle  class,  less  residential  segregation  between  low-income 
and  middle-income  individuals,  higher  social  capital,  and  lower  rates  of 
teen  birth,  crime,  divorce,  and  children  raised  by  single  parents  (Chetty, 
Hendren,  Kline,  and  Saez  2014). 

rhe  above  results  mostly  reflect  relative  mobility  (moving  up  or  down 
the  economic  spectrum).  While  absolute  mobility  (improving  economic 
well-being  without  moving  up  the  economic  spectrum)  has  generally  risen 
in  the  United  States,  the  pace  has  slowed  in  recent  decades.  Comparing 
cohorts  of  men  in  their  30’s,  median  personal  income  went  up  5  percent 
from  1964  to  1994,  but  down  12  percent  from  1974  to  2004  (Sawhill  and 
Morton  2007).  Counting  all  family  income,  income  went  up  32  percent 
between  1964  and  1994,  and  only  9  percent  between  1974  and  2004.  So  the 


The  stability  of  intergenerational  mobility  is  also  shown  by  comparing  the  correlation  of 
parent  and  child  income  ranks  over  this  period  (Chetty,  Hendren.  Kline,  Saez,  and  Turner 
2014). 
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Real  Per  Capita  Expenditures  on  Select  Programs,  1967-2012 

2012$ 


Source:  Olficc  of  Management  and  lfiidgcl;C'll\  ealeulations. 


recent  improvement  in  family  income,  which  reflects  the  rising  employment 
of  women,  was  only  one-third  as  large  as  in  the  earlier  period.^* 

Despite  the  popular  view  that  the  United  States  is  the  land  of  opportu¬ 
nity,  this  Nation  appears  to  have  lower  economic  mobility  than  many  other 
developed  countries.  Measuring  mobility  by  the  strength  of  the  dependence 
of  children’s  incomes  on  parents’  incomes,  the  United  States  has  similar 
mobility  as  the  United  Kingdom  and  Italy,  but  lower  mobility  than  other 
European  countries  as  well  as  Japan,  Australia,  and  Canada  (Solon  2002; 
Jantti  et  al.  2006;  Corak  2006,  2011). 

Can  an)1:hing  be  done  to  increase  mobility?  A  study  of  data  on 
families  over  time  (including  comparisons  of  twins  and  other  siblings) 
found  that  genetics  and  shared  upbringing  play  a  statistically  significant,  but 
quantitatively  minor  role,  in  explaining  adult  earnings  differences,  indicat¬ 
ing  that  environmental  factors  other  than  upbringing  are  largely  responsible 
(Bjorklund,  Jantti,  and  Solon  2005).  The  large  variation  in  mobility  across 
countries  and  across  regions  (Chetty,  Hendren,  Kline,  and  Saez  2014)  is  fur¬ 
ther  evidence  for  the  fact  that  institutions  and  other  potentially  changeable 
factors  can  have  a  large  impact  on  mobility. 


Using  a  different  method  to  assess  absolute  mobility,  about  half  of  individuals  moved  out  of 
the  bottom  income  quintile  in  the  1984-94  and  1994-2004  periods  when  the  quintile  thresholds 
were  fixed  at  the  beginning  of  the  period  (Acs  and  Zimmerman,  2008). 
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Education  appears  to  be  one  of  the  key  factors  that  drive  economic 
mobility.  As  shown  in  Eigure  6-10,  among  families  in  the  bottom  fifth  of 
the  income  distribution,  almost  half  (45  percent)  of  the  children  who  did 
not  obtain  college  degrees  remained  in  the  poorest  fifth  as  adults,  while 
only  one-sixth  (16  percent)  of  the  children  who  obtained  college  degrees 
remained  in  the  poorest  fifth  (Isaacs,  Sawhill,  and  Haskins  2008:  95). 

'fhe  importance  of  education  is  also  shown  by  the  findings  that  eco¬ 
nomic  mobility  is  higher  in  countries  that  have  a  greater  public  expenditure 
on  education  (Ichino,  Karabarbounis,  and  Moretti  2009)  and  areas  of  the 
United  States  that  have  a  higher-quality  K-12  education  system  (Chetty, 
Hendren,  Kline,  and  Saez  2014),  and  is  improved  for  children  in  the  poor¬ 
est  one-third  of  families  when  states  increase  spending  on  elementary  and 
secondary  education  (Mayer  and  Lopoo  2008). 

Intergenerational  Returns 

While  much  of  the  literature  on  mobility  presented  above  is  correla¬ 
tional,  a  handful  of  well-crafted  studies  that  track  the  long-run  outcomes  of 
children  exposed  to  safety  net  programs  highlight  the  potential  for  invest¬ 
ments  in  these  programs  to  generate  large  returns. 

Early  childhood  education  has  been  found  by  many  researchers  to 
have  dramatic,  super-normal  returns  in  terms  of  more  favorable  adult 
outcomes.  The  Head  Start  program  created  early  in  the  War  on  Poverty  has 
been  heavily  researched  and  the  combined  results  show  that  it  can  “rightfully 
be  considered  a  success  for  much  of  the  past  fifty  years”  (Gibbs,  Ludwig,  and 
Miller  2013:  61).  Studies  following  children  over  time,  and  accounting  for 
the  influence  of  family  background  by  comparing  siblings,  found  that  Head 
Start  participants  were  more  likely  to  complete  high  school  and  attend  col¬ 
lege  (Garces,  Thomas,  and  Currie  2002),  and  scored  higher  on  a  summary 
index  of  young  adult  outcomes  that  also  included  crime,  teen  parenthood, 
health  status,  and  idleness  (Deming  2009).  The  latter  study  found  that  Head 
Start  closed  one-third  of  the  gap  in  the  summary  outcome  index  between 
children  in  families  at  the  median  and  bottom  quartiles  of  family  income. 
Using  a  regression  discontinuity  research  design  that  compared  access  to 
Head  Start  across  counties,  Ludwig  and  Miller  (2007)  found  positive  impacts 
of  Head  Start  on  schooling  attainment,  the  likelihood  of  attending  college, 
and  mortality  rates  from  causes  that  could  be  affected  by  Head  Start.  Gibbs, 
Ludwig,  and  Miller  (2013)  suggest  the  combination  of  the  benefits  due  to 
Head  Start  might  produce  a  benefit-cost  ratio  in  excess  of  seven. 

Randomized  experiments  studying  the  Perry  Preschool  Project, 
Abecedarian  Project,  Chicago  Child-Parent  Centers,  Early  Training  Project, 
and  Project  CARE  programs  largely  confirm  these  findings.  A  variety  of 
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Economic  Mobility  for  Children  from  First  Income  Quintile 
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.Source:  Isaacs,  Savvhill,  and  I  laskins  (2(X)8). 


well-done  analyses  find  that  the  adult  benefits  for  children — especially  girls — 
who  participated  included  higher  educational  attainment,  employment,  and 
earnings  along  with  other  benefits  (Schweinhart  et  al.  2005;  Anderson  2008; 
Campbell  et  al.  2008;  Heckman  and  Masterov  2007;  Heckman  et  al.  2010; 
Heckman  et  al.  2011).  Heckman  et  al.  (2009)  find  that  the  returns  to  one 
preschool  program  (Perry)  exceed  the  returns  to  equities. 

In  the  past  decade,  researchers  have  identified  long-run  linkages 
between  early  childhood  (including  exposure  in-utero)  health  interventions 
and  long-term  outcomes.  For  example,  Almond,  Chay,  and  Greenstone 
(2006)  document  that  the  Johnson  Administration  used  the  threat  of  with¬ 
held  Federal  funds  for  the  newly  introduced  Medicare  program  to  force 
hospitals  to  comply  with  the  Civil  Rights  Act  mandate  to  desegregate, 
resulting  in  dramatic  improvements  in  infant  health  and  large  declines  in 
the  black-white  gap  in  infant  mortality  in  the  1960s.  Chay,  Guryan,  and 
Mazumder  (2009)  show  these  improvements  in  access  to  health  care  and 
health  soon  after  birth  had  echoes  in  the  form  of  large  student  achievement 
gains  for  black  teenagers  in  the  1980’s,  contributing  to  the  decline  in  the 
black-white  test  score  gap.  Their  results  suggest  that  improved  health  care 
access  and  better  early  childhood  health  improve  test  scores  by  between  0.7 
and  1  standard  deviations— a  veiy  large  impact  that  implies  large  increases 
in  lifetime  earnings.  For  example,  studying  a  different  intervention,  Chetty, 
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Friedman,  and  Rockoff  (2011)  find  the  financial  value  (the  net  present  value 
at  age  12  of  the  discounted  increase  in  lifetime  earnings)  of  a  standard  devia¬ 
tion  increase  in  test  scores  to  be  $46,190  per  grade. 

While  it  may  not  be  surprising  that  human  capital  inten'entions  have 
long-run  returns,  recent  studies  have  also  found  intergenerational  effects 
on  child  outcomes  from  tax  or  near-cash  transfers  to  their  parents.  That  is, 
recent  evidence  suggests  that  government  transfers  that  ameliorate  child 
poverty  by  increasing  family  income  have  lasting,  long-run  benefits  in  terms 
of  better  child  outcomes.  For  example,  Floynes,  Schanzenbach,  and  Almond 
(2013)  study  the  initial  rollout  of  the  Food  Stamp  (now  SNAP)  program 
between  its  initial  pilot  in  1961  and  1975.  While  Food  Stamps  are  distributed 
as  vouchers  for  food  purchases,  since  their  amount  is  generally  less  than 
households  spend  on  food,  the  vouchers  likely  affect  family  behavior  in  the 
same  manner  as  increased  cash  income  (Hoynes  and  Schanzenbach  2009). 
Hoynes,  Schanzenbach,  and  Almond  find  that  exposure  to  Food  Stamps  led 
to  improvements  in  adult  health  (reductions  in  the  incidence  of  high  blood 
pressure  and  obesity)  and,  for  women,  increased  economic  self-sufficiency. 
Similarly,  Dahl  and  Lochner  (2012)  and  Chetty,  Friedman,  and  Rockoff 
(2011)  find  that  family  receipt  of  additional  income  from  refundable  tax 
credits  improves  the  achievement  test  scores  of  children  in  the  family. 
Chetty,  Friedman,  and  Rockoff  estimate  that  the  implied  increase  in  adult 
earnings  due  to  improved  achievement  as  a  child  is  on  the  same  order  of 
magnitude,  and  probably  greater,  than  the  value  of  the  tax  expenditures. 

The  results  discussed  above  highlight  the  crucial  fact  that  government 
expenditures  on  the  safety  net  have  a  strong  economic  justification.  Not 
only  do  they  help  to  propel  struggling  adults  back  onto  their  feet  and  protect 
them  and  their  families  from  hardship,  they  improve  opportunity  and  the 
adult  outcomes  of  their  children.  As  such,  the  poverty-reducing  impact  of 
these  programs  constitutes  an  important  investment  opportunity.  To  give  a 
sense  of  the  magnitude  of  this  opportunity,  Holzer  et  al.  (2008)  estimate  the 
cost  of  childhood  poverty  at  about  $500  billion  (in  2007  dollars)  or  about 
4  percent  of  gross  domestic  product  (GDP)  annually  in  terms  of  foregone 
earnings,  increased  costs  of  crime,  and  higher  health  expenditures  and  lower 
health. 

While  the  Holzer  et  al.  study  is  correlational  (though  it  attempts  to 
correct  for  hereditary  components  of  the  intergenerational  income  cor¬ 
relation),  the  concern  over  bias  in  this  estimate  is  overwhelmed  by  its 
magnitude.  Based  on  Census  Bureau  estimates,  the  total  poverty  gap— the 
shortfall  between  family  resources  and  the  SPM  poverty  thresholds— among 
all  families  with  children  is  about  $59.8  billion  in  2012,  or  0.37  percent  of 
GDP.  Even  if  the  Holzer  et  al.  estimate  was  double  the  “true”  causal  effect  of 
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eliminating  child  poverty,  the  benefit  would  exceed  the  added  costs  five-fold, 
'fhese  numbers  create  a  powerful  case  for  renewed  efforts  to  fight  poverty. 

The  Obama  Administration’s  Record 
AND  Agenda  to  Strengthen  Economic 
Security  and  Increase  Opportunity 

The  programs  created  during  the  War  on  Poverty  and  refined  since 
have  provided  crucial  support  to  Americans  in  need.  But  challenges  clearly 
remain.  In  2012,  49.7  million  Americans,  including  13.4  million  children, 
lived  below  the  poverty  line — an  unacceptable  number  in  the  richest  nation 
in  the  world.  There  is  clear  evidence  that  antipoverty  programs  work,  and  we 
must  redouble  our  efforts  to  enhance  and  strengthen  our  safety  net. 

At  the  same  time,  we  must  realize  that  while  antipoverty  programs 
are  doing  heroic  work  to  lift  struggling  families  from  poverty,  there  is  broad 
consensus  among  economists  that  a  strong  national  recover)^  in  the  short 
run,  and  stronger  economic  growth  in  the  long  run,  are  necessary  to  sustain 
progress  in  the  fight  against  poverty.  Indeed,  as  our  social  safety  net  rein¬ 
forces  the  economic  benefits  of  work  by  supplementing  wages  for  low  earn¬ 
ers,  a  strong  labor  market  with  jobs  available  for  all  is  an  essential  partner  in 
the  fight  against  poverty.  Given  the  growing  economic  inequality  in  the  past 
few  decades,  we  must  strive  for  balanced  growth  that  benefits  all  Americans. 
To  do  so,  we  must  ensure  that  an  economic  expansion  encompasses  every¬ 
one,  and  commit  to  giving  all  Americans  opportunities  for  lifelong  learning 
and  skills  development  to  ensure  a  broad  base  of  human  capital  that  will  be 
rewarded  by  good  wages. 

This  section  documents  the  Obama  Administration’s  record  in  con¬ 
tinuing  the  fight  to  expand  opportunity  and  reduce  poverty,  and  discusses 
the  Administration’s  proposals  to  strengthen  the  safety  net  and  to  improve 
human  capital  and  increase  labor  market  earnings.  These  comprise  a  key 
part  of  the  broader  economic  strategy  to  further  the  recover)^  and  increase 
growth — all  of  which  combat  poverty. 

Taking  Immediate  Action  During  the  Economic  Crisis 

As  the  economy  was  sliding  into  the  Great  Recession,  the  Administration 
took  action  to  strengthen  the  safety  net  and  prevent  millions  of  Americans 
from  falling  into  poverty.  4'he  Recover)'  Act  instituted  a  number  of  tempo¬ 
rary  antipoverty  measures,  including  the  creation  of  the  Making  Work  Pay 
tax  credit  worth  up  to  $800  for  a  married  couple,  a  $250  Economic  Recovery 
Payment  for  Social  Security  and  SSI  recipients;  unemployment  changes 
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including  an  additional  $25  a  week  (for  up  to  26  weeks)  to  regular  UI  benefi¬ 
ciaries,  increased  federal  funding  for  the  Extended  Benefits  program,  incen¬ 
tives  for  states  to  modernize  their  UI  system  to  reach  part-time  workers  and 
recent  workforce  entrants,  and  reauthorized  Emergency  Unemployment 
Compensation;  an  increase  in  SNAP  benefits;  and  an  expansion  of  the 
Community  Services  Block  Grant  (CSBG).  The  Recoveiy  Act  also  delivered 
nearly  $100  billion  to  States,  school  districts,  postsecondaiy  institutions,  and 
students  to  help  address  budget  shortfalls  and  meet  the  educational  needs  of 
all.  This  total  included  $10  billion  for  the  Title  I  Grants  to  Local  Educational 
Agencies  program,  a  flagship  program  of  the  War  on  Poverty’s  Elementary 
and  Secondary  Education  Act  of  1965,  which  currently  seiwes  more  than  23 
million  students  in  high-poverty  schools,  helping  ensure  access  to  a  high- 
quality  public  education. 

In  addition,  the  Recovery  Act  included  expansions  in  tax  credits 
that  the  Administration  intends  to  make  permanent.  The  EITG  expansion 
increased  the  credit  for  families  with  three  or  more  children,  reflecting  the 
fact  that  they  have  greater  needs  and  higher  poverty  rates  than  families  with 
two  children.  It  also  reduced  the  penalty  that  some  low-income  families 
faced  when  getting  married.  Together,  these  two  provisions  benefit  about 
6  million  households  a  year  by  an  average  of  $500.  Further,  the  partial 
refundability  of  the  CTC  for  working  families  was  expanded,  benefiting 
12  million  families  by  an  average  of  $800  each.  These  changes  were  subse¬ 
quently  extended  through  2017  and  the  President  is  proposing  to  make  them 
permanent. 

The  impact  of  these  emergency  measures  on  poverty  was  dramatic, 
'fhe  Recovery  Act  played  a  large  role  in  keeping  Americans  out  of  poverty 
during  the  recession,  as  shown  in  Figure  11.^^  In  total,  between  4.0  and  5.5 
million  people  a  year  were  kept  out  of  poverty  by  these  programs  from  2009 
to  2012.  Without  the  Recovery  Act,  the  Supplemental  Poverty  Rate  would 
have  been  1.8  percentage  points  higher  in  2009  and  1.7  percentage  points 
higher  in  2010.  Over  the  four  years  between  2009  and  2012,  CEA  estimates 
that  19.2  million  person  years  were  kept  from  poverty  as  a  result  of  the 
expansions  created  by  the  Recovery  Act  alone  (Figure  6-11).  This  calculation 
is  conservative,  in  that  it  does  not  account  for  the  impact  of  those  expan¬ 
sions  on  employment  through  increased  aggregate  demand,  and  does  not 
attempt  to  measure  the  impact  of  other  components  of  the  Recoveiy  Act 
such  as  increased  funding  for  Pell  Grants  and  paying  for  COBRA  for  the 
unemployed. 


Estimates  of  the  effects  of  the  Recovery  Act  on  poverty  have  been  updated  relative  to  our 
January  2014  report  to  reflect  minor  methodological  improvements. 
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Expanding  Health  Care  Security 

The  Affordable  Care  Act  (ACA)  ensures  that  all  Americans  have 
access  to  quality,  affordable  health  insurance  and  provides  financial  incen¬ 
tives  to  states  to  expand  their  Medicaid  programs  to  adults  who  are  in  or 
near  poverty.  As  of  January'  2014,  26  states  have  adopted  the  Medicaid 
expansion.  For  moderate-income  Americans,  the  ACA  provides  tax  credits 
for  the  purchase  of  insurance  through  marketplaces  and  cost-sharing  reduc¬ 
tions.  The  Congressional  Budget  Office  (CBO)  estimates  that,  by  2016,  these 
measures  will  increase  the  number  of  Americans  with  health  insurance  by 
25  million  (CBO  2013). 

Americans  of  all  income  levels  are  already  benefiting  from  insurance 
market  reforms  that  ensure  access  to  preventive  services  and  no  lifetime 
coverage  limits.  Further,  Americans  buying  insurance  are  no  longer  forced 
to  pay  a  higher  premium  because  of  their  gender  or  health  status,  and  can  be 
confident  that  their  insurance  provides  adequate  financial  protection.  The 
ACA  has  also  begun  reforming  the  way  the  United  States  pays  for  health  care 
to  promote  more  efficiency  and  quality  in  the  health  system,  the  early  results 
of  which  are  discussed  in  a  recent  CEA  report  (CEA  2013)  and  in  Chapter 
4  of  this  report. 

Nutrition  programs  like  SNAP  are  vital  to  the  economic  livelihood  of 
many  families  and  communities,  especially  in  a  recessionary  period.  Every 
time  a  family  uses  SNAP  benefits  to  put  healthy  food  on  the  table,  the  ben¬ 
efits  extend  widely  bey'ond  those  individuals.  In  fact,  the  U.S.  Department 
of  Agriculture’s  Economic  Research  Service  estimates  that  an  additional  $1 
billion  in  SNAP  benefits  supports  an  additional  8,900  to  17,900  full-time- 
equivalent  jobs  (Hanson  2010). 

Rewarding  Work 

Work  that  pays  enough  to  support  a  family  is  the  most  central  anti¬ 
poverty  measure.  In  2013,  the  Obama  Administration  finalized  rules  to 
extend  minimum  wage  and  overtime  protections  to  nearly  2  million  direct- 
care  workers  who  provide  care  assistance  to  elderly  people  and  people  with 
illnesses,  injuries,  or  disabilities.  This  will  ensure  our  nation’s  health  aides, 
personal  care  aides,  and  certified  nursing  assistants  receive  the  same  basic 
protections  already  provided  to  most  U.S.  workers,  while  improving  the 
quality  and  stability  of  care  for  those  who  rely  on  them. 

Minimum  wage  and  overtime  protections  have  been  a  bulwark  of 
protection  against  poverty,  but  the  minimum  wage  has  not  kept  pace  with 
inflation.  Today,  a  worker  tiying  to  support  a  family  on  the  minimum  wage 
is  still  living  in  poverty.  That  is  why  the  President  signed  an  Executive  Order 
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Figure  6-11 

Recovery  Act  and  Subsequent  Extensions:  Cumulative 
Person-Years  Kept  from  Poverty,  2008-2012 

Millions  of  Pcrson-'^'cars 


Source:  Bureau  of  I  ^bor  Slalislics.C'urrent  Population  Sur\  e\  ,  Annual  Srx;ial  and  lieononiic 
Supplement;  (d'-A  (Meulations. 


in  2014  to  raise  the  minimum  wage  for  workers  on  new  and  replacement 
Federal  service  and  construction  contracts  to  $10.10  an  hour.  This  step  will 
to  ensure  that  no  worker  who  provides  sendees  to  the  Federal  government 
will  raise  their  families  in  poverty,  and  will  make  Federal  procurement  more 
economical  and  efficient.  An  extensive  body  of  research  suggests  that  giving 
a  raise  to  lower-income  workers  reduces  turnover  and  raises  morale,  and 
can  thus  lower  costs  and  improve  productivity.  To  help  insure  that  work  is 
rewarded  for  millions  more  Americans,  the  President  supports  the  Harkin- 
Miller  bill  to  increase  the  minimum  wage  to  $10.10  by  2016  (Box  6-5). 

To  further  enhance  economic  security  and  incentivize  work,  the 
President  has  proposed  to  double  the  childless  EITC  to  be  worth  up  to 
$1,000  and  lower  the  age  threshold  from  25  to  21  to  help  more  lower-income 
young  people,  while  continuing  protections  to  ensure  that  it  does  not 
benefit,  for  example,  typical  full-time  students.  A  small  EITC  for  childless 
households  was  established  in  1993,  but  its  maximum  value  is  expected  to 
be  only  $503  in  2015  and  is  fully  phased  out  for  individuals  making  over 
$14,790  ($20,290  for  married  couples).  This  leaves  a  childless  adult  with 
wages  equal  to  the  poverty  line  with  a  federal  tax  burden  (including  income 
and  payroll  taxes)  of  $1,966  after  receiving  an  EITC  of  $173,  driving  them 
deeper  into  poverty  and  making  childless  workers  the  sole  demographic 
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Box  6-5:  Raising  the  Minimum  Wage 

In  2013,  the  federal  minimum  wage  was  at  the  same  inflation- 
adjusted  level  as  it  was  in  1950.  A  full-time  worker  earning  $7.25  per 
hour  would  not  be  able  to  keep  a  family  of  four  out  of  poverty,  even 
with  the  help  of  the  EITC  and  CTC.  Instead  of  allowing  the  value  of  the 
minimum  wage  to  continue  to  erode  while  incomes  at  the  top  of  the 
distribution  soar,  it  is  time  to  make  the  minimum  wage  a  wage  people 
can  live  on. 

Raising  the  minimum  wage  to  $10.10  per  hour  would  help  a  large, 
diverse  group  of  workers,  and  indexing  it  to  inflation  would  ensure  that 
its  real  value  does  not  deteriorate  over  time,  as  it  has  after  past  increases. 
Over  28  million  people  earning  wages  near  the  minimum  wage  would 
be  affected  by  such  an  increase,  46  percent  of  whom  have  household 
incomes  below  $35,000.  Full-time  workers  earning  exactly  the  minimum 
wage  would  see  their  earnings  increase  by  $5,700,  enough  to  move  a 
family  of  four  from  17  percent  below  the  poverty  line  to  5  percent  above 
it,  once  tax  credit  assistance  is  included.  CEA  estimates  that  raising  the 
minimum  wage  to  $10.10  by  2016  would  lift  roughly  2  million  workers 
whose  wages  are  currently  near  the  minimum  wage,  and  members  of 
their  families,  out  of  poverty,  while  alleviating  poverty  for  about  10  mil¬ 
lion  more. 

Opponents  of  increasing  the  minimum  wage  argue  that  the  ben¬ 
eficiaries  are  largely  middle-class  teenagers,  and  those  most  in  need  of 
assistance  are  kept  out  of  jobs  by  high  wages.  The  available  evidence  does 
not  support  those  claims.  Among  those  workers  who  would  be  affected 
by  increasing  the  minimum  wage  to  $10.10,  92  percent  are  more  than  18 
years  old.  A  large  literature  has  considered  the  effects  of  minimum  wages 
on  employment,  and  the  best  evidence  suggests  there  is  little  to  no  effect 
(Doucouliagos  and  Stanley  2009).  While  a  higher  minimum  wage  could 
increase  compensation  costs  for  employers,  they  could  also  reap  benefits, 
including  lower  employee  turnover  rates  and,  by  extension,  lower  costs 
of  hiring  and  training  new  workers,  as  well  as  increased  demand  for  their 
goods  and  services  among  low-wage  workers. 


driven  deeper  into  poverty  by  the  federal  tax  system.  Under  the  President’s 
proposal,  a  household  at  the  poverty  line  would  see  its  EITC  expand  to  $848, 
more  than  eliminating  its  income  taxes — although  it  would  still  pay  net  taxes 
on  earnings  Avhen  including  payroll  taxes. 
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Empowering  Every  Child  with  a  Quality  Education 

To  prepare  Americans  for  the  jobs  of  the  future,  we  have  to  strengthen 
our  investments  in  the  Nation’s  educational  system.  The  Administration  has 
invested  in  coordinated  state  systems  of  early  learning  and  proposed  new 
policies  building  on  evidence  of  how  to  create  a  foundation  for  success  in  the 
formative  early  years  of  life.  High-quality  early  learning  and  development 
programs  can  help  level  the  playing  field  for  children  from  lower-income 
families  on  vocabulary,  social  and  emotional  development,  and  academic 
skills  while  helping  students  to  stay  on  track  and  stay  engaged  in  the  early 
elementary  grades.  These  programs  generate  a  significant  return  on  invest¬ 
ment  for  society  through  a  reduced  need  for  spending  on  other  services, 
such  as  remedial  education,  grade  repetition,  and  special  education,  as  well 
as  increased  later  productivity  and  earnings.  The  Administration’s  compre¬ 
hensive  early-learning  agenda  invests  in  early  childhood  education,  care, 
and  development  for  our  nation’s  youngest  learners.  In  partnership  with  the 
states,  the  Preschool  for  All  initiative  would  provide  high-quality  preschool 
for  four-year  olds  from  low-  and  moderate- income  families,  while  encourag¬ 
ing  states  to  seiwe  additional  four-year  olds  from  middle-income  families. 
The  Administration  has  also  proposed  investments  in  high-quality  early 
learning  for  infants  and  toddlers  through  new  Early  Head  Start-Child  Care 
Partnerships,  as  well  as  an  extensi''  n  and  expansion  of  evidence-based  vol- 
untar)'  home  visiting  programs  that  allow  nurses,  social  workers,  educators, 
and  other  professionals  to  connect  pregnant  women  and  vulnerable  families 
with  young  children  to  tools  that  positively  impact  the  child’s  health,  devel¬ 
opment,  and  ability  to  learn. 

Over  the  past  50  years,  improvements  in  education  at  all  levels  have 
produced  large  returns  for  many  Americans  and  played  a  key  role  in  the 
economic  mobility  of  children  born  to  poor  families.  Because  economic 
progress  and  educational  achievement  are  inextricably  linked,  educating 
eveiy  American  student  to  graduate  from  high  school  prepared  for  college 
and  for  a  career  is  a  national  imperative.  The  President  has  articulated  a  goal 
for  America  to  once  again  lead  the  world  in  college  completion  by  the  year 
2020,  and  the  Administration’s  education  efforts  aim  toward  this  overarch¬ 
ing  objective.  To  provide  a  high-quality  education  to  all  American  children, 
the  Administration,  in  partnership  with  states,  has  advanced  reforms  of 
the  Nation’s  K-12  education  system  to  support  higher  standards  that  will 
prepare  students  to  succeed  in  college  and  the  workplace;  efforts  to  recruit, 
prepare,  develop,  and  advance  effective  teachers  and  principals;  efforts  to 
eliminate  discrimination  on  the  basis  of  race,  color,  national  origin,  gender, 
and  disability  in  public  school;  efforts  to  ensure  the  use  of  data  in  the  class¬ 
room;  and  a  national  effort  to  turn  around  our  chronically  lowest-achieving 
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schools.  The  School  Improvement  Grants  (SIG)  program  has  invested  over 
$5  billion  in  1500  of  the  nation’s  lowest  performing  schools.  The  Promise 
Neighborhood  Program,  established  by  this  Administration  in  2010,  has 
funded  58  neighborhoods  across  the  countr)'  to  design  comprehensive  proj¬ 
ects  that  include  a  continuum  of  services  and  designed  to  combat  the  effects 
of  poverty  and  improve  education  and  life  outcomes,  from  birth  through 
college  to  career.  The  Administration  has  also  put  forward  proposals  to 
redesign  the  Nation’s  high  schools  to  better  engage  students  and  to  connect 
99  percent  of  students  to  high-speed  broadband  and  digital  learning  tools 
within  the  next  five  years.  Continued  investments  and  reforms  are  needed  to 
ensure  that  all  students  have  access  to  a  high-quality  education  that  prepares 
them  for  college  and  a  career,  and  for  success  in  today’s  global  economy. 

With  the  average  earnings  of  college  graduates  at  a  level  twice  as  high 
as  that  of  workers  with  only  a  high  school  diploma,  higher  education  is  now 
the  clearest  pathway  into  the  middle  class.  Our  Nation  suffers  from  a  college 
attainment  gap,  as  high  school  graduates  from  the  wealthiest  families  are 
almost  certain  to  continue  on  to  higher  education,  while  just  over  half  of 
high  school  graduates  in  the  poorest  one-quarter  of  families  attend  college. 
This  gap  has  increased  over  the  past  several  decades.  And  while  more  than 
half  of  college  students  graduate  within  six  years,  the  completion  rate  for 
low-income  students  is  around  25  percent.  To  achieve  the  President’s  goal 
for  college  completion,  ensure  that  America’s  students  and  workers  receive 
the  education  and  training  needed  for  the  jobs  of  today  and  tomorrow,  and 
provide  greater  security  for  the  middle  class,  the  Administration  is  working 
to  make  college  more  accessible,  affordable,  and  attainable  for  all  American 
families.  Under  President  Obama,  Pell  Grant  funding  was  increased  to  serv'e 
over  3  million  additional  low-income  students  and  the  average  grant  was 
increased  by  more  than  $900.  The  Administration  also  created  the  American 
Opportunity  Tax  Credit  to  ease  college  costs  for  over  9  million  families,  and 
championed  comprehensive  reform  of  student  loans  that  will  save  taxpayers 
$68  billion  over  the  next  decade.  Finally,  the  Administration  has  launched 
an  array  of  policies  to  contain  college  costs,  and  make  it  easier  for  students  to 
manage  their  student  debt  through  income-based  repayment  reforms,  which 
limit  student  loan  payments  to  a  percentage  of  their  income  so  that  young 
workers  will  not  be  swamped  by  debt  payments  as  they  are  establishing  their 
households  and  careers. 

Given  the  critical  importance  of  education  in  expanding  skills  and 
opportunities,  the  Administration  implemented  several  policies  designed 
to  increase  college  access  and  affordability  for  low-income  students. 
Recognizing  that  the  opportunity  to  acquire  the  skills  to  get  and  keep  a  good 
job  starts  early  and  through  education,  the  President  is  also  proposing  to 
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modernize  America’s  high  schools  for  real-world  learning.  The  goal  is  to 
provide  challenging,  relevant  experiences,  and  reward  schools  that  develop 
new  partnerships  with  colleges  and  employers,  and  that  create  classes  that 
focus  on  technology,  science,  engineering,  and  other  skills  today’s  employers 
are  demanding  to  fill  jobs  now  and  in  the  future. 

Creating  Jobs  and  Growing  Our  Economy 

Building  on  the  evidence  that  well-designed  training  programs 
can  improve  employment  and  earnings  (Andersson  et  al.  2013),  this 
Administration  has  proposed  investing  in  subsidized  employment  and 
training  opportunities  for  adults  who  are  low-income  or  long-term  unem¬ 
ployed.  In  2009  and  2010,  372,000  low-income  youth  were  placed  into  sum¬ 
mer  and  year-round  employment,  and  supported  job  opportunities  were 
created  for  about  260,000  low-income  individuals.  In  addition,  the  President 
continues  to  build  public-private  partnerships  to  provide  opportunities  for 
low-income  youth. 

The  Administration  is  using  all  available  tools  to  help  people  who 
have  lost  their  jobs  to  find  new  work  or  to  train  for  new  careers  in  growth 
fields  that  will  provide  better  jobs  and  paths  to  viable  careers.  This  includes 
supporting  training  opportunities  that  lead  directly  to  a  job,  and  making 
sure  our  unemployment  system  promotes  re-employment  through  wide- 
ranging  reforms  to  the  unemployment  insurance  program,  some  of  which 
were  adopted  in  the  Middle  Class  Tax  Relief  and  Jobs  Creation  Act  of  2012, 
and  continued  investment  in  reemployment  services,  which  have  proven 
effective  in  speeding  the  return  to  work. 

The  President  has  proposed  to  build  on  these  successes  by  further 
investing  in  creating  job  and  work-based  training  opportunities  for  the 
long-term  unemployed  and  youth  seeking  skills  and  wanting  to  get  into  the 
workplace. 

This  Administration  has  already  invested  $1.5  billion  in  community 
college-business  partnerships  in  all  50  states  to  build  capacity  and  develop 
curricula  to  train  workers  for  jobs  in  growing  industries.  President  Obama 
has  proposed  to  build  on  these  successes  with  further  investments  that  will 
transform  community  college  education  and  support  Americans  in  getting 
training  to  enter  skilled  jobs. 

Investing  in  and  Rebuilding  Hard-Hit  Communities 

Living  in  a  high-poverty  area  presents  various  challenges,  including 
crime,  limited  access  to  quality  education,  and  scarcity  of  good  jobs.  Since 
these  issues  often  interact  with  each  other  and  compound  the  problems  they 
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create  individually,  it  is  very  difficult  for  people,  particularly  children,  to 
overcome  the  disadvantages  created  by  and  associated  with  poverty. 

A  child’s  zip  code  should  never  determine  his  or  her  destiny.  To  help 
provide  ladders  of  opportunity  so  that  eveiy  child  has  a  chance  to  succeed, 
the  Administration  is  working  with  State  and  local  governments  to  focus 
public  and  private  resources  on  transforming  areas  of  high  need  into  com¬ 
munities  of  opportunity. 

The  Administration’s  Promise  Zones  initiative  focuses  existing  gov¬ 
ernment  resources  on  competitively  selected  communities  and  leverages 
private  investment  to  create  jobs,  improve  public  safety,  increase  educational 
opportunities,  and  provide  affordable  housing.  The  Administration  will 
designate  20  communities  over  the  next  several  years  with  this  intense  and 
layered  approach  to  community  revitalization. 

That  approach  includes  working  with  local  leadership,  and  bringing 
to  bear  the  resources  of  the  President’s  signature  revitalization  initiatives 
from  the  Department  of  Education,  the  Department  of  Housing  and  Urban 
Development,  the  Department  of  Agriculture,  and  the  Department  of 
justice,  to  ensure  that  federal  programs  and  resources  support  the  efforts  to 
turn  around  20  of  the  highest  poverty  urban,  rural  and  tribal  communities 
across  the  countiy. 

The  Promise  Zones  initiative  will  build  on  existing  programs,  includ¬ 
ing  hud’s  Choice  Neighborhoods  and  the  Department  of  Education’s 
Promise  Neighborhoods  grant  programs.  The  Administration  has  invested 
$244  million  in  Choice  and  $157  million  in  Promise  since  2010.  Eor  every 
federal  dollar  spent.  Choice  Neighborhoods  has  attracted  eight  dollars  of 
private  and  other  investment  and  has  developed  nearly  100,000  units  of 
mixed-income  housing  in  260  communities,  ensuring  that  low-income 
residents  can  afford  to  continue  living  in  their  communities.  Promise 
Neighborhoods  grants  are  supporting  approximately  50  communities  rep¬ 
resenting  more  than  700  schools.  To  help  leverage  and  sustain  grant  work, 
1,000  national,  state,  and  community  organizations  have  signed-on  to  part¬ 
ner  with  a  Promise  Neighborhood  site.  By  expanding  these  programs,  the 
Administration  continues  to  support  local  efforts  to  transform  low-income 
urban,  rural,  and  tribal  communities  across  the  countiy. 

Conclusion 

'fhe  War  on  Poverty  represented  a  dramatic  shift  in  the  Federal 
Government’s  priorities  for  helping  those  who  are  left  behind  in  a  growing 
economy.  It  set  in  motion  a  series  of  changes  that  transformed  our  social 
safety  net  and  improved  the  well-being  and  economic  outcomes  of  countless 
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low-income  Americans  and  their  children.  The  architects  of  the  War  on 
Poverty  believed  that  the  combined  effect  of  government  policies  attack¬ 
ing  poverty  on  many  fronts— providing  income  when  earnings  are  low, 
providing  access  to  health  insurance,  insuring  that  people  have  shelter  and  a 
minimal  food  budget,  and  providing  access  to  education  at  all  ages — would 
dramatically  raise  employment  and  earnings  and  reduce  material  hardship. 
In  the  years  since  1964,  this  optimism  and  belief  in  the  capacity  of  govern¬ 
ment  to  improve  the  lives  of  less  fortunate  Americans  has  at  times  given  way 
to  the  cynical  belief  that  the  safety  net  is  ineffective,  or  even  exacerbates  the 
problems  of  the  poor  by  reducing  the  incentives  for  those  able  to  work  to 
do  so. 

The  most  important  lesson  from  the  War  on  Poverty  is  that  govern¬ 
ment  programs  and  policies  can  lift  people  from  poverty;  indeed  they  have 
for  the  past  50  years.  Poverty  rates  fell  from  25.8  percent  in  1967  to  16  percent 
in  2012 — a  decline  of  nearly  40  percent.  In  2012  alone,  the  combined  effect 
of  all  federal  tax,  cash  and  in-kind  aid  programs  was  to  lift  approximately 
14.5  percent  of  the  population — over  45  million  people — out  of  poverty. 

But  another  lesson  is  that  we  cannot  afford  to  simply  embrace  any 
program  that  purports  to  achieve  this  goal  or  attempt  to  freeze  them  in  time. 
Instead,  our  antipoverty  efforts  have  benefited  from  enormous  changes  in 
public  policy  since  the  1960s,  informed  by  a  wealth  of  research  on  both  suc¬ 
cessful  and  failed  programs  that  provide  important  insights  into  what  does 
and  does  not  work  in  fighting  poverty.  Our  safety  net  has  evolved  to  put 
more  emphasis  on  rewarding  and  supporting  work,  such  as  by  providing 
greater  support  to  working  families  through  the  EITC  and  refundable  CTC, 
while  also  making  it  easier  for  them  to  get  help  from  programs  like  SNAP 
and  Medicaid.  In  1967,  we  spent  $19  billion  in  today’s  dollars  on  what  was 
then  called  AFDC  and  nothing  on  the  EITC.  Today  the  EITC  and  partially 
refundable  CTC  are  3.8  times  the  size  of  the  TANE  program.^®  Meanwhile, 
the  Affordable  Care  Act  advances  the  goal  of  providing  quality  affordable 
health  care  to  all  Americans,  with  financial  incentives  to  states  to  expand 
their  Medicaid  programs  to  adults  who  are  in  or  near  poverty  and  generous 
tax  credits  for  moderate-income  households.  Our  safety  net  remains  imper¬ 
fect,  but  these  reforms  and  improvements  represent  important  progress— 
and  they  also  help  many  families  work  and  raise  the  rewards  to  that  work. 

Nearly  50  million  Americans  still  live  in  poverty,  however,  including 
13.4  million  children,  and  so  there  remains  a  need  to  do  more  to  help  the 
poor.  The  1964  Economic  Report  of  the  President  estimated  that  the  total 
shortfall  in  income  necessar)'  to  bring  all  poor  families  up  to  the  poverty 

Based  on  CEA  calculations  using  data  from  http://\\'\v\v.\vhitehouse.gov/sites/default/files/ 
oinb/budget/fy201 4/assets/hist. pdf. 


The  On  Poverty  50  Years  Later:  A  Progress  Report  |  267 


level  was  $11  billion  (about  $71  billion  in  today’s  dollars),  or  about  1.6 
percent  of  the  country’s  annual  GDP.  Our  nation  has  grown  much  richer 
since,  and  today  the  total  shortfall  below  poverty  is  only  0.6  percent  of  GDP. 
Continuing  to  make  progress  in  closing  that  shortfall  will  require  not  just 
defending  the  programs  that  have  helped  reduce  poverty  but  also  continu¬ 
ing  the  efforts  to  strengthen  the  economy,  increase  growth  and  ensure  that 
growth  is  reflected  in  broad-based  wage  gains  so  that  families  can  lift  them¬ 
selves  out  of  poverty. 
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CHAPTER  7 

EVALUATION  AS  A  TOOL  FOR 
IMPROVING  FEDERAL  PROGRAMS 


Since  taking  office,  President  Obama  has  emphasized  the  need  to  deter¬ 
mine  what  works  and  what  does  not  in  government,  and  to  use  those 
answers  to  inform  Federal  policy  and  budget  decisions.  The  President’s  21st 
Centuiy  Management  Agenda,  submitted  to  Congress  with  the  fiscal  year 
2010  Budget,  set  bold  goals  for  building  a  more  efficient,  more  effective 
government  that  contributes  to  economic  growth  and  strengthens  the  foun¬ 
dations  for  economic  prosperity  (0MB  2009a).  Today,  evaluating  Federal 
programs  and  interventions  to  understand  their  impact,  and  developing  the 
infrastructure  within  agencies  to  support  a  sustained  level  of  high-quality 
evaluations,  remains  an  Administration  priority.  By  rigorously  testing  which 
programs  and  interventions  are  most  effective  at  achieving  important  goals, 
the  government  can  improve  its  programs,  scaling  up  the  approaches  that 
work  best  and  modifying  or  discontinuing  those  that  are  less  effective. 

This  Administration  has  supported  the  use  of  rigorous,  high-quality 
“impact”  evaluations  to  measure  changes  in  a  variety  of  outcomes  targeted 
by  Federal  programs,  ranging  from  earnings  to  health  to  electricity  usage. 
Many  factors  affect  whether  Federal  programs  achieve  their  goals,  and 
identifying  impacts  specifically  attributable  to  programs  is  challenging. 
An  impact  evaluation  is  a  particular  type  of  program  evaluation,  and  aims 
to  measure  the  causal  effect  of  a  program  or  inteiwention  on  important 
program  outcomes.  This  chapter  focuses  on  impact  evaluations.  “Process” 
evaluations  (another  type  of  program  evaluation)  and  performance  mea¬ 
surement  also  contribute  to  building  evidence  about  how  well  programs  are 
working,  but  differ  in  important  ways  from  impact  evaluations  (Box  7-1). 

Building  on  the  efforts  of  previous  administrations,  the  Obama 
Administration  is  working  to  reform  the  Federal  Government’s  approach  to 
improving  program  performance.  In  addition  to  emphasizing  transparency 
and  accountability  in  tracking  progress  toward  agencies’  priority  goals,  this 
new  approach  also  aims  to  complement  and  to  draw  on  the  Administration’s 


269 


Box  7-1:  Impact  Evaluations,  Process  Evaluations, 
and  Performance  Measurement 

Program  managers  use  many  approaches  to  assess  how  programs 
operate  and  how  well  they  work.  Impact  evaluations  aim  to  identify 
the  causal  effects  of  a  program  or  intervention  on  some  outcome  or 
outcomes  of  interest.  Impact  evaluations  are  distinct  from  other  types  of 
program  evaluation  and  performance  measurement.  For  example: 

•  Process  evaluations  analyze  the  effectiveness  of  how  programs 
deliver  services  relative  to  program  design,  professional  standards,  or 
regulatory  requirements.  For  instance,  a  process  evaluation  might  focus 
on  whether  a  program  is  reaching  the  target  number  of  participants  or 
whether  caseworkers  are  consistently  following  a  specified  protocol  for 
providing  services.  Process  evaluations  help  ensure  that  programs  are 
running  as  intended,  but  in  general  these  evaluations  do  not  directly 
examine  whether  programs  are  achieving  their  outcome  goals  (GAO 
2011). 

•  Performance  measurement  is  a  broader  category  that  encom¬ 
passes  “the  ongoing  monitoring  and  reporting  of  program  accomplish¬ 
ments,  particularly  progress  toward  pre-established  goals”  (GAO  2011). 
Typically,  performance  measures  provide  a  descriptive  picture  of  how 
a  program  is  functioning  and  how  participants  are  faring  on  various 
“intermediate”  outcomes,  but  do  not  attempt  to  rigorously  identify  the 
causal  effects  of  the  program.  For  instance,  performance  measures  for 
a  job  training  program  might  capture  how  many  individuals  are  served, 
what  fraction  complete  the  training,  and  what  fraction  are  employed  a 
year  later.  But  these  measures  will  not  answer  the  question  of  how  much 
higher  these  individuals’  employment  rates  are  as  a  result  of  having  com¬ 
pleted  the  training.  Nonetheless,  performance  measures  ser\'e  as  impor¬ 
tant  indicators  of  program  accomplishments  and  can  help  establish  that 
a  program  is  producing  apparently  promising  (or  troubling)  outcomes. 

While  process  evaluations  and  performance  measurement  are  use¬ 
ful  at  all  stages  of  a  program’s  maturity,  they  can  be  particularly  useful 
for  providing  evidence  about  how  programs  are  working  in  the  early 
years  of  a  program’s  history  when  impacts  on  program  outcomes  may 
not  be  detectable  and  rigorous,  high-quality  impact  evaluations  are  not 
possible.  A  logic  model — a  tool  that  depicts  the  intended  links  between 
program  investments  and  outcomes  and  helps  to  ensure  program 
activities  will  achieve  desired  outcomes — can  facilitate  agency  efforts  to 
develop  high-quality  “intermediate”  indicators  of  impacts  as  well  as  an 
understanding  of  alternative  causal  channels  that  can  affect  important 
program  outcomes. 
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program  evaluation  efforts.  For  example,  the  Administration  this  year  is 
establishing  strategic  reviews  within  agencies  to  strengthen  the  use  of  evi¬ 
dence  in  strategic  and  budget  decisions. 

This  chapter  provides  an  overview  of  the  implementation  and  use  of 
impact  evaluation  in  Federal  programs,  with  a  special  focus  on  the  lessons 
learned  so  far  in  this  Administration.  It  begins  with  a  discussion  of  some 
challenges  inherent  in  conducting  rigorous  impact  evaluations  in  govern¬ 
ment  programs.  The  chapter  then  focuses  on  Administration  efforts  to  build 
and  to  use  evidence,  including  actions  taken  on  lessons  learned  from  com¬ 
pleted  evaluations,  launching  new  evaluations  in  areas  where  not  enough 
is  known,  and  creating  a  culture  of  evidence-building  in  Federal  programs, 
especially  grant  programs.  The  final  section  identifies  opportunities  for 
further  progress:  for  example,  through  increasing  legislative  support  and 
removing  legislative  barriers,  embedding  evaluation  into  routine  program 
operations,  and  using  existing  program  data  to  measure  outcomes  and 
impacts. 


Conducting  Rigorous  Impact 
Evaluations  in  Federal  Programs 

Science,  business,  and  government  routinely  confront  the  problem  of 
ascertaining  the  effect  of  a  program,  policy,  or  initiative.  Is  a  newly  developed 
drug  effective  in  treating  the  condition  for  which  it  was  developed?  Does  a 
new  marketing  strategy  boost  sales?  Does  a  preschool  program  improve 
participants’  outcomes,  such  as  success  in  elementary  school?  Despite  the 
different  settings,  these  questions  all  focus  on  measuring  the  effect  of  an 
intervention  or  program  on  one  or  more  outcomes  of  interest. 

One  basic  approach  to  answering  questions  like  these  is  to  look  at  out¬ 
comes  before  and  after  the  “treatment”— for  instance,  before  and  after  taking 
a  drug,  before  and  after  a  new  marketing  strategy  is  rolled  out,  or  before 
and  after  participation  in  an  education  program.  Another  straightforward 
approach  is  to  compare  outcomes  for  program  participants  with  outcomes 
for  non-participants.  In  complex  policy  environments,  however,  these 
simple  approaches  will  often  give  the  wrong  answers.  Take,  for  example,  a 
job  training  program  designed  to  help  unemployed  workers  get  jobs.  The 
data  may  show  that  program  participants  were  much  more  likely  to  be 
employed  a  year  after  the  training  program  than  before  they  entered  the  pro¬ 
gram.  But  if  the  unemployment  rate  has  fallen  substantially  over  the  course 
of  the  program,  then  the  gains  may  be  due  to  the  improving  economy,  not 
to  the  training  program.  Similarly,  a  government  program  offering  start-up 
assistance  to  new  businesses  may  appear  to  boost  success  rates.  But  if  capable 
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entrepreneurs  are  more  likely  than  less  capable  ones  to  participate  in  the 
program,  then  self-selection  of  program  participants,  not  the  program  itself, 
may  be  driving  those  better  outcomes. 

A  strong  impact  evaluation  needs  a  strategy  for  constructing  more 
valid  comparisons — specifically,  for  identifying  “treatment”  and  “control” 
groups  for  which  differences  in  outcomes  can  reasonably  be  attributed  to 
the  program  or  intervention  rather  than  to  some  other  factor.  Impact  evalu¬ 
ations  conducted  using  rigorous,  high-quality  methods  provide  the  greatest 
confidence  that  observed  changes  in  outcomes  targeted  by  the  program  are 
indeed  attributable  to  the  program  or  intervention.  It  is  well  recognized 
within  Congress  and  other  branches  of  government  (for  example,  GAO 
2012,  National  Research  Council  2009),  in  the  private  sector  (Manzi  2012), 
in  non-governmental  research  organizations  (Coalition  for  Evidence-Based 
Policy  2012,  Walker  et  al.  2006),  and  in  academia  (for  example,  Imbens 
2010;  Angrist  and  Krueger  1999;  Burtless  1995)  that  evaluations  measuring 
impacts  on  outcomes  using  random  assignment  provide  the  most  definitive 
evidence  of  program  effectiveness. 

Although  the  classic  impact  evaluation  design  entails  random  assign¬ 
ment  of  recipients  into  treatment  and  control  groups  as  part  of  the  experi¬ 
ment,  the  goal  of  constructing  valid  comparisons  sometimes  can  be  achieved 
by  taking  advantage  of  natural  variation  that  produces  as-if  randomness,  an 
approach  referred  to  as  a  quasi-experiment.  Quasi-experiments  can  some¬ 
times  be  much  less  expensive  than  traditional  large-scale  random  assign¬ 
ment  experiments,  and  are  discussed  further  below. 

Estimation  of  Causal  Effects  of  a  Program  or  Intervention 

The  starting  point  for  estimating  the  causal  effect  of  a  program  or 
intervention  is  being  precise  about  what  constitutes  a  causal  effect.  Consider 
a  treatment  delivered  at  the  individual  level:  either  the  individual  received 
the  treatment,  or  did  not.  The  difference  between  the  potential  outcome  if 
the  individual  received  the  treatment  and  the  potential  outcome  if  the  indi¬ 
vidual  did  not  is  the  effect  of  the  treatment  on  the  individual.'  The  challenge 
of  estimating  this  treatment  effect  stems  from  the  fact  that  any  given  indi¬ 
vidual  either  receives  the  treatment  or  does  not  (for  example,  a  child  either 
does  or  does  not  attend  preschool).  Thus,  for  any  given  person  only  one  of 
two  potential  outcomes  can  be  obseiwed.  The  fact  that  we  cannot  directly 
observe  the  counterfactual  outcome  (for  example,  the  earnings  a  person  who 


‘  No  two  individuals  are  the  same,  so  in  general  the  effect  of  a  program  or  inter\’ention  differs 
from  one  individual  to  the  next.  For  example,  the  effect  of  the  preschool  program  could 
depend  on  the  child’s  learning  opportunities  at  home.  Impact  evaluation  typically  focuses  on 
estimating  an  average  causal  effect,  which  is  the  average  of  the  individual-level  causal  effects. 
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to  the  treatment  and  control  groups  in  a  way  that  is  plausibly  unrelated  to 
the  outcome  of  interest. 

One  example  of  a  quasi-experimental  design  that  lends  itself  to 
estimating  impacts  of  programs  or  interventions  is  when  eligibility  is  deter¬ 
mined  based  on  one  or  more  variables  in  a  way  that  individuals  who  (just) 
qualify  for  the  program  are  very  much  like  those  who  (just)  do  not.  If  so,  and 
if  both  eligible  and  ineligible  applicants  are  tracked,  then  a  method  called 
regression  discontinuity  design  can  be  used  to  compare  the  outcomes  for 
individuals  on  the  two  sides  of  the  threshold,  controlling  for  other  observ¬ 
able  differences  between  the  two  groups. 

Another  example  of  quasi-experimental  design  is  when  a  program 
varies  across  units  for  reasons  unrelated  to  the  program  outcomes.  Rothstein 
(2011),  for  example,  exploits  the  fact  that,  due  to  different  business  cycle  pat¬ 
terns  combined  with  policy  variation  created  by  expirations  and  renewals  of 
the  Emergency  Unemployment  Compensation  (EUC)  program  during  the 
Great  Recession,  the  number  of  available  weeks  of  benefits  available  to  job¬ 
seekers  varied  dramatically  from  month  to  month  in  differing  ways  across 
states.  After  controlling  for  local  economic  conditions,  the  haphazard  nature 
of  the  changes  in  EUC  benefit  levels  across  states  enabled  estimation  of  EUC 
benefits  on  job-finding  rates. 

Describing  the  whole  range  of  quasi-experimental  approaches  is 
beyond  the  scope  of  this  chapter.^  Quasi-experiments  require  stronger 
assumptions  than  randomized  experiments  and  the  debate  around  those 
assumptions  makes  it  harder  for  quasi-experiments  to  be  convincing,  espe¬ 
cially  to  non-experts.  However,  if  the  quasi-experimental  variation  used  is 
plausibly  unrelated  to  the  outcomes  of  interest  except  through  the  treatment, 
quasi-experimental  evidence  can  be  convincing,  with  some  methods  and 
applications  being  nearly  as  compelling  as  randomized  trials  and  others 
leaving  more  room  for  doubt. 

Other  Criteria  for  High-Quality,  Successful  Impact  Evaluations 

A  strong  impact  evaluation  also  needs  to  address  questions  that  are 
actionable  and  relate  to  outcomes  that  matter.  In  some  cases,  the  actionable 
information  might  identify  if  a  program  is  or  is  not  effective.  In  other  cases, 
the  actionable  information  might  identify  which  interventions  are  best  at 
achieving  important  program  outcomes,  so  that  programs  can  be  improved 


■  For  more  extensive  introductions  to  impact  evaluation  (both  randomized  experiments 
and  quasi-experiments),  see  Angrist  and  Pischke  (2008,  ch.  1)  and  Stock  and  Watson  (2010, 
ch.  13).  Sliadish,  Cook,  and  Campbell  (2002)  and  Berk  and  Rossi  (1998)  provide  more 
advanced  textbook  treatments,  and  Imbens  and  Wooldridge  (2009)  provide  a  survey  of  recent 
methodological  developments  in  the  field. 
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went  to  preschool  would  have  had  if  they  had,  in  fact,  not  gone  to  preschool) 
implies  that  we  cannot  directly  measure  the  causal  effect.  This  problem  of 
observing  only  one  of  the  potential  outcomes  for  any  given  individual  is  the 
fundamental  problem  of  causal  inference  (Holland  1986). 

Randomization  provides  a  solution  to  the  problem  of  not  observ¬ 
ing  the  counterfactual  outcome.  If  individuals  are  randomly  assigned  to 
treatment  and  control  groups,  then  on  average  the  individuals  in  the  two 
groups  are  likely  to  be  the  same  in  terms  of  other  characteristics  that  might 
affect  outcomes.  As  a  result,  one  can  safely  assume  that  ex-post  differences 
between  the  groups  are  the  result  of  the  treatment.  To  take  the  preschool 
example,  simply  comparing  test  scores  of  all  U.S.  elementary  school  children 
who  had  attended  preschool  to  all  U.S.  elementary  school  children  who 
had  not  would  not  provide  confidence  that  higher  test  scores  for  the  first 
group  were  an  effect  of  preschool.  The  scores  might  reflect  differences  in 
family  background,  elementary  school  resources,  or  other  important  factors 
between  the  two  groups.  On  the  other  hand,  if  a  group  of  three-year  olds 
are  randomly  assigned  to  attend  or  not  attend  preschool,  and  the  preschool 
group  has  higher  test  scores  in  third  grade,  we  can  attribute  the  test  score 
gains  to  attending  preschool  because  the  two  groups  would  not  be  systemati¬ 
cally  different  along  other  dimensions  that  might  impact  learning. 

In  most  cases,  simple  comparisons  of  treated  and  untreated  indi¬ 
viduals  without  random  assignment  will  not  produce  valid  comparisons 
because  treatment  status  will  be  correlated  with  other  important  factors. 
For  example,  if  potential  preschool  enrollees  were  initially  screened  so  that 
those  with  the  least  learning  opportunities  outside  school  were  placed  in 
the  program,  then  we  might  find  that  the  treatment  group  (enrollees)  has 
worse  outcomes  than  the  control  group.  However,  the  reason  for  this  find¬ 
ing  is  that  enrollees  are  more  disadvantaged  than  non-enrollees.  The  varia¬ 
tion  between  treatment  and  control  groups  affects  ultimate  outcomes  both 
through  the  treatment  and  the  differences  in  learning  opportunities  outside 
school.  Thus,  any  comparison  of  outcomes  between  treatment  and  control 
groups  would  measure  the  combined  effects  of  both  the  treatment  and  those 
differences  in  learning  opportunities. 

Because  randomized  experiments  can  be  expensive  or  infeasible, 
researchers  have  also  developed  methods  to  use  as-if  random  variation  in 
what  is  known  as  a  quasi-experiment.  The  necessary  condition  for  a  high- 
quality  quasi-experimental  design  is  that  people  are  assigned  to  a  treatment 
or  control  group  in  a  way  that  mimics  randomness.  This  can  be  done  by 
forming  treatment  and  control  groups  whose  individuals  have  similar 
observable  characteristics,  and  exploiting  some  rule  that  governs  assignment 


Evaluation  as  a  Tool  for  Improving  Federal  Programs  |  273 


tool  in  the  private  sector  for  ongoing  product  and  process  improvement. 
Indeed,  some  companies  run  thousands  of  randomized  studies  annually:  by 
2000,  Capital  One  was  running  60,000  studies  annually  using  randomiza¬ 
tion  methods,  as  they  experimented  with  different  strategies  to  determine 
what  works.  Google  has  also  run  randomized  experiments  in  the  tens  of 
thousands  in  some  years  (Manzi  2012). 

In  the  public  sector.  Federal  agencies  are  also  finding  ways  to  con¬ 
duct  high-quality  evaluation  strategies  at  lower  cost,  including  ways  that 
employ  the  lessons  learned  from  behavioral  economics  (Box  7-2).  The  U. 
S.  Department  of  Agriculture’s  Food  and  Nutrition  Ser\'ice  is  conducting 
a  range  of  rigorous  demonstration  projects  to  further  develop  the  evidence 
base  of  effective  strategies  for  programs  that  address  food  insecurity  and 
improve  nutrition  among  children;  one  such  project  implements  low-cost 
environmental  changes  in  lunchrooms  to  encourage  students  to  make 
healthier  food  choices.  One  demonstration  found  that  merely  placing  fruit 
in  a  colorful  bowl  in  a  convenient  part  of  the  lunch  line  can  lead  to  an 
increase  in  fruit  sales  of  up  to  102  percent  (Wansink,  Just,  and  Smith  2011). 
Funding  research  for  these  simple,  evidence-based  interventions  allows 
for  the  development  of  effective  strategies  to  strengthen  the  nutrition  and 
hunger  safety  net  for  the  more  than  30  million  children  fed  by  the  National 
School  Lunch  Program. 

Utilizing  existing  data  and  independent  programmatic  changes  to 
measure  outcomes  is  another  strategy  that  agencies  are  using  to  minimize 
evaluation  costs.  For  example,  the  Department  of  Justice’s  National  Institute 
of  Justice  conducts  impact  evaluations  of  interventions  that  can  help  inform 
the  approximately  18,000  local  law  enforcement  agencies  that  do  not  indi¬ 
vidually  have  the  resources  to  test  interventions  on  their  own.  Hawaii’s 
Opportunity  Probation  with  Enforcement  (HOPE)  program  was  established 
as  a  demonstration  pilot  for  drug-involved  probationers  in  Hawaii.  The 
pilot  tested  the  efficacy  of  “swift  and  certain”  sanctions  against  probation¬ 
ers  who  fail  to  meet  the  conditions  of  their  probation.  The  randomized 
controlled  experiment  found  that  after  one  year,  probationers  who  received 
veiy  frequent  drug  testing  (ever)^  other  day)  and — if  they  failed  the  drug 
test— an  immediate  court  date  and  a  modest  but  certain  sanction  (a  night 
in  jail),  were  72  percent  less  likely  to  use  drugs,  61  percent  less  likely  to  skip 
meetings  with  their  supervisoiy  officers,  55  percent  less  likely  to  be  arrested 
for  a  new  crime,  and  53  percent  less  likely  to  have  their  probation  revoked. 
'Fhese  reductions  led  to  HOPE  participants  being  sentenced  to  an  average 
of  48  fewer  days  in  prison  than  those  in  the  control  group  who  received  the 
traditional  delayed  but  more  severe  sentence  (National  Institute  of  Justice). 
Because  of  the  high  costs  associated  with  servicing  inmates  in  prison. 
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by  adopting  successful  interventions  more  broadly.  However,  if  there  are 
legal  or  other  impediments  to  expanding  an  evaluated  small-scale  interven¬ 
tion,  then  learning  that  the  intervention  works  does  not  directly  lead  to  an 
action  that  can  improve  a  program  at  a  national  level.  In  such  cases,  it  may 
be  better  to  allocate  scarce  evaluation  resources  to  testing  more  modest 
interventions  or  ways  to  run  the  program  more  effectively. 

For  the  second  of  these  criteria— outcomes  that  matter — the  long¬ 
term  goals  of  a  program  must  be  considered.  For  a  preschool  program,  the 
number  of  students  enrolled  is  an  easy-to-measure  intermediate  outcome. 
However,  preschool  enrollment  may  or  may  not  be  related  to  ultimate  out¬ 
comes,  such  as  high  school  graduation  rates,  employment  rates,  or  income. 
It  is  also  important  to  consider  program  size  and  stage  of  development,  as 
programs  or  interventions  must  be  sufficiently  mature,  and  treatment  and 
control  groups  sufficiently  large,  to  obtain  credible  estimates  of  impact. 

Other  issues  must  also  be  addressed  to  conduct  policy-relevant  impact 
evaluations  in  government  programs.  At  the  most  practical  level,  rigorous 
evaluation  requires  adequate  funding,  staff  expertise,  and  often  cooperation 
across  different  parts  of  an  agency  (or  across  multiple  agencies).  Rigorous 
evaluation  also  requires  support  from  top  agency  management  and  program 
managers.  Further,  many  Federal  programs  have  multiple  goals,  which  can 
make  it  hard  to  take  action  on  evaluation  findings  when  the  results  support 
some  goals  but  not  others. 

An  important  part  of  evaluating  a  program  is  remaining  open  to  the 
findings,  regardless  of  the  outcome,  to  inform  the  best  course  of  action  to 
improve  outcomes  going  forward.  Findings  of  positive  impacts  provide 
important  feedback  that  may  indicate  whether  additional  investment  is 
warranted.  Findings  of  no  impact,  either  for  all  participants  and  program 
goals  or  for  important  subsets  of  the  participants  and  program  goals,  also 
send  valuable  signals  that  modifications— including  reallocating  program 
funding  to  other  strategies  that  could  better  achieve  outcomes — are  needed. 

Lower-Cost  Ways  for  Impact  Evaluations  to  Facilitate  Real-Time 
Learning 

Large-scale  random-assignment  studies  of  social  programs  have 
been  veiy  influential,  but  also  can  be  quite  expensive,  and  their  expense  has 
been  a  major  impediment  to  wide-scale  adoption  of  learning  and  program 
improvement  through  randomization.  For  this  reason,  researchers  have 
focused  on  lower-cost  methods  for  learning  about  program  effectiveness. 

One  lower-cost  method  is  to  build  randomization  into  the  design  of 
the  program,  so  that  data  on  program  performance  can  be  tracked  and  evalu¬ 
ated  on  an  ongoing  basis.  This  strategy  has  been  pioneered  as  a  management 
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Box  7-2:  Using  Behavioral  Economics  to  Inform 
Potential  Program  Improvements 

Increasingly,  agencies  are  using  insights  from  behavioral  science 
to  implement  low-cost  evaluations  that  can  be  used  to  improve  program 
design.  Utilizing  randomized  experiments  or  other  rigorous  evaluation 
designs,  these  studies  examine  aspects  of  program  operations  that  can  be 
re-designed  to  help  people  take  better  advantage  of  available  programs 
and  services — such  as  by  simplifying  application  processes  or  highlight¬ 
ing  the  availability  of  student  financial  aid.  Recently,  the  White  House 
Office  of  Science  and  Technology  Policy  assembled  a  cross-agency 
team  of  behavioral  science  and  evaluation  experts — the  U.S.  Social  and 
Behavioral  Sciences  Team— to  help  agencies  identify  promising  oppor¬ 
tunities  for  embedding  behavioral  insights  into  program  designs  and  to 
provide  the  necessary  technical  tools  to  rigorously  evaluate  impact.  Such 
low-cost,  real-time  experiments  can  help  Federal  programs  operate  more 
effectively  and  efficiently. 


any  intervention  that  reduces  prison  time  can  generate  large  savings.  By 
making  use  of  available  administrative  data,  evaluations  employing  quasi- 
experimental  and  randomized  controlled  trial  designs  were  implemented 
at  a  cost  of  only  $150,000  and  $230,000,  respectively.’’  A  follow-up  analysis 
is  examining  the  long-term  impacts  of  the  intervention;  this  model  is  also 
being  piloted  in  four  other  locations. 

The  often-lengthy  time  between  implementation  and  results  of  a 
rigorous  evaluation  can  also  discourage  its  use,  but  agencies  are  looking  for 
ways  to  speed  up  the  evaluation  process  to  gain  actionable  insights  more 
quickly.  For  example,  the  Center  for  Medicare  and  Medicaid  Innovation  (the 
“Innovation  Center”),  which  was  created  by  the  Affordable  Care  Act  of  2010, 
is  using  an  innovative  “Rapid  Cycle”  approach  and  high-quality  evaluation 
methods  to  develop  and  test  innovative  payment  and  service  delivery  mod¬ 
els  designed  to  reduce  expenditures  while  preserving  or  enhancing  quality 
of  care  for  Medicare,  Medicaid  and  Children’s  Health  Insurance  Program 
beneficiaries.  By  giving  more  rapid  feedback  to  health  providers,  as  Box  7-3 
shows,  the  Rapid  Cycle  approach  provides  actionable  information,  allows 
for  more  frequent  course  corrections,  and  supports  continuous  quality 
improvement  (Shrank  2013). 


’  Cost  estimates  supplied  by  the  Department  of  Justice’s  National  Institute  of  Justice. 
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Impact  of  the  Evidence-Based  Agenda 


From  its  first  months,  the  Administration  embedded  a  strong  evalu¬ 
ation  focus  into  many  new  initiatives  to  learn  what  strategies  work  best  and 
to  scale  up  approaches  backed  by  strong  evidence.  During  the  formulation 
of  the  FY  2011  Budget  in  fall  2009,  the  Office  of  Management  and  Budget 
(OMB)  invited  agencies  to  submit  new  evaluation  proposals  for  building 
rigorous  evidence  and  also  encouraged  agencies  to  demonstrate  that  new 
program  initiatives  were  based  on  credible  evidence  of  success  or  to  include 
plans  to  collect  evidence  where  none  exists.  The  Administration  has  main¬ 
tained  its  emphasis  on  using  and  building  evidence  in  every  subsequent 
budget  (OMB  2010,  2011,2012,  2013a,  2013b). 

Uses  of  Evaluation 

Agencies  have  used  impact  evaluations  to  inform  policy  and  program 
decisions  in  a  wide  variety  of  ways. 

Making  the  Unemployment  Insurance  System  More  Effective. 
Unemployment  insurance  (UI)  provides  an  important  safety  net  for 
workers  who  become  unemployed.  Occasionally,  concerns  are  raised  that 
UI  payments  could  reduce  an  unemployed  worker’s  incentive  to  find 
employment.  While  the  evidence  suggests  that  any  such  effects  are  small 
(Council  of  Economic  Advisers  and  the  Department  of  Labor  2013),  the 
Federal  Reemployment  and  Eligibility  Assessment  (REA)  initiative  started 
providing  funds  in  2005  to  states  and  sought  to  reduce  UI  duration  by 
combining  in-person  UI  eligibility  reviews  with  (1)  labor  market  informa¬ 
tion,  (2)  developing  a  reemployment  plan,  and  (3)  offering  a  referral  to 
reemployment  services.  The  Department  of  Labor  funded  research  using  a 
randomized  design  that  showed  the  REA  initiative  was  effective  in  reducing 
the  duration  of  UI  (Benus  et  al.  2008).  However,  these  studies  focused  on 
measuring  reduced  duration  on  UI  and  associated  costs  and  not  on  other 
outcomes,  such  as  return  to  employment  or  increased  wages.  These  stud¬ 
ies  were  followed  by  another  randomized  controlled  trial  which  showed 
that  the  REAs  were  also  effective  at  reducing  joblessness  when  eligibility 
assessments  were  personalized  and  more  closely  integrated  with  the  delivery 
of  reemployment  services  (Poe-Yamagata  et  al.  2011).  Consequently,  the 
Administration  proposed  in  the  American  Jobs  Act  to  create  a  requirement 
that  all  Emergency  Unemployment  Compensation  claimants  receive  both  an 
REA  and  reemployment  services;  this  was  enacted  in  the  Middle  Class  Tax 
Relief  and  Job  Creation  Act  of  2012.‘‘  Evidence  from  rigorous  evaluations 
is  playing  a  role  in  making  the  REA  initiative  more  effective  and  getting 

■*  Public  Law  1 12-96. 
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Box  7-3:  “Rapid  Cycle”  Evaluations  in  the  Center 
for  Medicare  and  Medicaid  Innovation 

The  Center  for  Medicare  and  Medicaid  Innovation  (the  “Innovation 
Center”)  has  invested  in  building  information  systems  and  institutional 
capacity  that  permit  a  “Rapid  Cycle”  approach  to  testing  a  variety  of  new 
models.  For  instance,  evaluators  can  gather  real-time  information  and 
provide  performance  data  to  providers  who  adopted  the  same  model, 
allowing  these  providers  to  understand  and  track  their  own  performance, 
and  to  compare  their  performance  with  that  of  other  providers.  In  the 
early  stages  of  model  implementation,  the  Innovation  Center  is  applying 
this  Rapid  Cycle  approach  primarily  to  process  evaluations  (see  Box  7- 1 ), 
turning  later  to  assessing  the  models’  overall  impacts  (including  impacts 
on  important  subgroups,  where  feasible)  once  there  is  reasonable  assur¬ 
ance  that  the  model  has  been  in  operation  sufficiently  long  to  detect 
impacts.  When  experimental  conditions  cannot  be  met  due  to  logistical 
or  other  constraints,  quasi-experimental  methods  are  used,  with  multiple 
comparison  groups  for  each  treatment  group  identified  where  possible  to 
provide  robustness  checks  of  the  findings  (Shrank  2013). 


unemployed  Americans  back  to  work  faster,  and  the  Administration  has 
sought  to  expand  it  to  cover  more  workers.  A  modest  increase  in  funding 
for  REAs  was  included  in  the  recently  enacted  Consolidated  Appropriations 
Act  of  2014. 

Simplifying  Applications  for  Student  Aid.  In  many  cases,  actionable 
evidence  on  what  works  comes  from  field-generated,  grant-funded  research 
rather  than  from  Federal  program  evaluations.  In  2008,  with  support  from 
the  Department  of  Education’s  Federal  Student  Aid  Office,  Institute  of 
Education  Sciences,  and  other  funders,  university-based  researchers  worked 
with  H&R  Block  to  set  up  an  experiment  providing  randomly  selected 
low-income  tax  filers  in  North  Carolina  and  Ohio  with  pre-populated  Free 
Application  for  Federal  Student  Aid  (FAFSA)  forms  and  FAFSA  assistance 
for  themselves  or  their  children,  as  well  as  with  information  about  student 
aid.  This  relatively  low-cost  inteiwention  had  a  surprisingly  large  effect  on 
college  enrollment  outcomes.  For  example,  college  enrollment  rates  for  high 
school  seniors  and  recent  high  school  graduates  who  received  this  help  rose 
by  about  25  percent— from  34  to  42  percent.  Moreover,  these  gains  persisted 
over  time:  three  years  after  the  intervention,  treatment  group  students  were 
8  percentage  points  more  likely  to  have  been  enrolled  in  college  for  at  least 
two  consecutive  years  (Bettinger  et  al.  2012). 

The  study’s  findings  helped  spur  many  important  policy  changes.  Most 
notably,  students  and  their  families  now  have  the  option  to  pre-populate 
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the  FAFSA  with  the  income  information  they  have  already  provided  the 
Internal  Revenue  Sendee  on  their  tax  returns,  similar  to  the  arrangement 
the  researchers  tested  with  H&R  Block.  This  simplifies  FAFSA  completion 
for  students,  lowers  the  risk  of  errors,  and  as  such  should  increase  access 
to  college  among  socioeconomically  disadvantaged  students  and  should 
lead  to  gains  in  college  enrollment.  As  a  complement,  the  Department  of 
Education  has  also  simplified  the  FAFSA  application  to  make  it  easier  to 
complete  for  all  applicants,  but  especially  for  low-income  students.  In  2012, 
the  Department  of  Education  awarded  a  second  grant  to  the  research  team 
to  test  the  effects  of  FAFSA  simplification  at  scale.  The  evaluation  will  use 
an  experimental  design  and  involve  9,000  tax-filing  sites  across  the  United 
States. 

Institutionalizing  Evidence-Based  Decision-making  in  Grant 
Programs.  In  many  programs,  funds  are  distributed  to  states  and  local 
entities  through  competitive  and  formula  grants.  Grants  to  State  and  local 
governments  have  constituted  roughly  one-third  of  total  outlays  over  the 
last  20  years,  so  increasing  the  use  of  evidence  in  informing  policy  in  grant- 
supported  programs  could  improve  outcomes  for  a  significant  portion  of 
outlays  (Figure  7-1).  Many  effective  program  structures  treat  evaluation  as 
an  essential  element  in  the  decision-making  framework,  while  also  building 
in  opportunities  to  scale  up  approaches  that  work  and  scale  back  or  eliminate 
approaches  that  do  not.  As  stated  by  then-OMB  Director  Peter  Orszag,  new 
initiatives  should  ideally  have  “evaluation  standards  built  into  their  DNA” 
(OMB  2009b).  The  Administration  has  experimented  with  several  models 
that  embed  both  evidence  building  and  evidence-based  decisionmaking  into 
the  “DNA”  of  grant  programs. 

During  this  Administration,  several  initiatives  have  adopted  a  “tiered 
evidence”  approach  that  embeds  evidence-based  decision  making  into  pro¬ 
gram  structure.  Tiered  evidence  programs  tie  grant  funding  to  the  evidence 
base  behind  proposed  interventions.  In  these  programs,  interv^entions  that 
provide  better  evidence  of  success  move  to  higher  tiers  and  become  eligible 
to  receive  more  funding  for  expanded  implementation  and  evaluation.  The 
built-in  mechanism  for  scaling  up  interventions  that  work  helps  prevent  the 
troubling  problem  of  not  investing  in  programs  with  proven  high  returns. 

A  successful  example  of  a  three-tier  approach  is  the  Investing  in 
Innovation  program  at  the  Department  of  Education.  This  program  pro¬ 
vides  seed  development  grants  of  up  to  $3  million  for  high-potential  and 
relatively  untested  interventions,  validation  grants  of  up  to  $12  million  for 
interventions  based  on  only  a  moderate  amount  of  evidence,  and  scale-up 
grants  of  up  to  $20  million  for  potentially  high-impact,  transformative 
education  interventions.  Evidence  of  effectiveness  is  an  “entry  requirement” 
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Outlays  for  Grants  to  State  and  Local  Governments,  1992-2012 

Percent  r)f  total 


Note:  Total  excludes  outlavs  for  defense,  interest  and  stK'ial  sceiuity. 

Source:  Office  of  Management  and  Ifudget.  IT  20 14  Budget,  fables  3.1  and  12,2. 


for  validation  and  scale-up  grants,  and  all  grantees  are  expected  to  conduct 
an  evaluation  that  will  add  to  the  evidence  base  on  effectiveness.  For  the 
scale-up  and  validation  grants,  the  grantee  must  make  the  data  from  their 
evaluations  available  to  third-party  researchers,  consistent  with  applicable 
privacy  requirements  (Department  of  Education  2013a). 

Similarly,  the  Maternal,  Infant,  and  Early  Childhood  Home  Visiting 
Program  in  the  Department  of  Health  and  Human  Sendees  (HHS)  was  an 
early  Administration  initiative  that  uses  a  two-tiered  evidence  structure. 
Implemented  in  2010  as  part  of  the  Affordable  Care  Act,  this  voluntary  home 
visiting  program  uses  trained  professionals  and  paraprofessionals  to  provide 
support  to  vulnerable  pregnant  women  and  parents  of  young  children  to 
improve  health,  development,  and  well-being  outcomes  for  at-risk  children 
and  their  families.  The  Act  required  that  at  least  75  percent  of  the  home 
visiting  program  funds  be  spent  on  proven,  evidence-based  approaches  and 
allowed  for  the  remainder  to  be  spent  on  promising  approaches  as  long  as 
they  are  rigorously  evaluated.  Currently,  14  home  visiting  models  meet  the 
HHS  criteria  of  “evidence-based  approaches,”  and  have  been  evaluated  with 
a  mix  of  randomized  experiments  and  quasi-experiments  using  multiple 
measures  of  key  outcomes  (Paulsell  et  al.  2013).  While  the  Act  funded  the 
home  visiting  program  through  2014,  the  Administration  has  proposed  to 
continue  funding  and  expand  the  availability  of  voluntary  evidence-based 
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home  visiting  programs  to  reach  additional  families  in  need  as  part  of  a 
continuum  of  early  childhood  interventions. 

In  addition  to  tiered  evidence  structures,  agencies  have  begun  using 
other  designs  in  competitive  grant  programs  that  encourage  the  use  of 
evidence-based  practices.  One  such  design  is  the  “Pay  for  Success”  approach. 
In  this  performance-based  model,  philanthropic  and  private  funding  is  lev¬ 
eraged  and  the  government  provides  payment  only  after  targeted  outcomes 
are  achieved.  In  2012  and  2013,  the  Administration  started  supporting 
programs  that  use  a  Pay  for  Success  model  to  fund  preventive  services, 
and  which  had  outcomes  that  could  be  measured  with  credible  evaluation 
methodologies.  The  first  Pay  for  Success  awards  were  for  projects  to  prevent 
prison  recidivism.®  The  Consolidated  Appropriations  Act  of  2014  autho¬ 
rized  up  to  S21.5  million  for  Pay  for  Success  projects. 

Even  in  more  traditionally  structured  grant  programs  where  fund¬ 
ing  is  provided  upfront,  agencies  are  embedding  more  rigorous  evaluation 
requirements  into  funding  requirements.  For  example,  upfront  grants  in  the 
Department  of  Labor’s  Workforce  Innovation  Fund,  first  issued  in  2011, 
fund  promising  but  untested  employment  and  training  service  and  admin¬ 
istrative  strategies.  These  grants  also  fund  well-tested  ideas  being  adapted  to 
new  contexts  as  a  way  to  significantly  increase  evidence  about  interventions 
that  generate  long-term  improvements  in  public  workforce  system  perfor¬ 
mance,  such  as  reduced  duration  of  unemployment.  Grantees  are  required 
to  conduct  rigorous  evaluations,  and  a  national  evaluation  coordinator 
works  with  grantee  evaluators  to  ensure  consistent  and  high-quality  evalua¬ 
tions  (Department  of  Labor  2011). 

Ending  or  Reducing  Funding  for  Interventions  or  Programs.  The 
Administration’s  commitment  to  evidence-based  evaluation  means  ter¬ 
minating  or  reducing  funding  for  a  program  when  a  body  of  evidence 
consistently  shows  that  the  program  is  not  achieving  its  stated  goals,  helping 
to  reduce  the  use  of  taxpayer  dollars  on  ineffective  programs.  The  FY  2012 
Budget  took  this  approach  with  the  Mentoring  Children  of  Prisoners  (MCP) 
program  run  by  the  Department  of  Health  and  Human  Services.  Rigorous 
evaluations  show  that  high-quality  mentoring  relationships  lasting  for  at 
least  12  months  can  have  positive  impacts  on  youth,  while  relationships 
that  do  not  last  more  than  three  months  can  actually  have  harmful  effects 
on  youth  (Grossman  and  Rhodes  2002).  According  to  the  MCP  program 

^  l-'or  example,  the  Department  of  Labor  allocated  nearly  S24  million  in  Workforce  Innovation 
Lund  grants  to  pilot  Pay  for  Success  grants  to  increase  employment  and  reduce  recidivism 
among  formerly  incarcerated  individuals  (United  States  Interagency  Council  on  Homelessness, 
2()l.^a).  DOL  required  the  grantees  to  employ  rigorous  evaluation  methods  in  gauging  impacts 
on  outcomes,  which  was  defined  in  the  grant  solicitation  as  an  experimental  or  credible  quasi- 
experimental  evaluation  design. 
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performance  data,  fewer  than  half  of  program  participants  each  year  were 
in  matches  that  lasted  at  least  12  months  and,  in  2008  alone,  as  many  as  27 
percent  of  matches  that  ended  prematurely  ended  within  three  months.  An 
evaluation  of  one  MCP-funded  program  suggested  that  premature  termina¬ 
tions  were  the  result  of  program  performance  and  were  independent  of  the 
demographics  of  the  participants  (Schlafer  et  al.  2009). 

Interpreting  the  MCP  performance  data  in  light  of  the  evidence 
from  impact  evaluations  of  other  mentoring  programs,  the  Administration 
concluded  that  the  MCP  was  not  as  effective  as  it  should  be.  As  a  result,  the 
Administration  proposed  to  reduce  funding  for  the  MCP,  noting  that  other 
competitive  grant  programs  could  serve  the  youth  targeted  by  the  MCP, 
and  that  some  of  those  programs,  such  as  Promise  Neighborhoods,  utilize 
evidence-based  practices.  Congress  ultimately  eliminated  funding  for  the 
program  in  the  Continuing  Appropriations  Act  of  201 1. 

Even  Start,  originally  designed  to  improve  family  literacy  in  disadvan¬ 
taged  populations,  was  another  program  not  meeting  its  stated  goals  that  the 
Administration  took  steps  to  replace.  While  the  literacy  levels  of  Even  Start 
children  and  parents  improved,  multiple  national  randomized  experiments 
showed  that  parents  and  children  in  control  groups  who  did  not  participate 
in  Even  Start  (one-third  of  whom  received  other  early  childhood  education 
or  adult  education  services)  had  comparable  improvements  (see  for  example 
St.  Pierre  et  al.  2003).  The  President’s  EY  2012  Budget  proposed,  and 
Congress  approved,  the  elimination  of  separate  funding  for  Even  Start.  The 
Administration  has  proposed  incorporating  it  and  other  narrowly  focused 
literacy  programs  into  the  newly  created  literacy  component  of  the  Effective 
'Peaching  and  Learning  program  that  would  support  competitive  grants  to 
states  for  high-quality,  evidence-based  literacy  programs. 

Building  Evidence  when  Existing  Evidence  is  Limited 

In  many  of  the  examples  highlighted  above,  evidence  existed  on  what 
programs  or  interventions  were  most  effective,  and  the  key  challenge  facing 
policymakers  was  to  act  on  that  evidence.  However,  not  enough  is  known 
about  what  works  in  many  other  important  areas,  and  so  the  first  step  in 
evidence-based  policymaking  is  to  invest  in  developing  evidence. 

Reducing  Electricity  Use.  Experts  have  long  suggested  time-vaiying 
pricing  (more  costly  at  times  of  peak  demand)  as  a  way  of  increasing  the 
efficiency  of  electricity  use,  including  reducing  electricity  demand.  Such 
time-vaiying  pricing  could  increase  efficiency,  defer  investments  in  expen¬ 
sive  new  power  plants,  and  reduce  pollution.  However,  most  electricity 
delivery  systems  have  not  invested  in  the  in-home  technologies  necessary  to 
allow  residential  consumers  to  respond  to  time-vaiying  prices.  In  addition. 
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regulators  have  been  hesitant  to  approve  varying  rates,  and  private  com¬ 
panies  have  been  reluctant  to  invest  in  modernizing  their  systems  without 
knowing  whether  time-varying  pricing  will  significantly  impact  consumer 
behavior.  In  recent  years,  the  Federal  Government,  in  partnership  with 
states  and  utilities,  invested  in  evaluating  the  impact  of  time-vaiying  pricing 
on  consumer  behavior  so  that  this  information  would  be  available  to  utilities, 
regulators,  and  states.  These  consumer  behavior  studies  were  implemented 
with  American  Recovery  and  Reinvestment  Act  funds  and  use  randomized 
controlled  experimental  methods.  Deciding  which  type  of  pricing  strategy  to 
use  falls  within  State  jurisdiction,  rather  than  Federal,  so  these  studies  will 
allow  State  and  local  public  utilities  to  make  more  informed  decisions  on 
pricing  models  (Cappers  et  al  2013).  While  these  studies  are  still  ongoing, 
two  utilities  and  their  regulators  have  decided  to  implement  time-var)'ing 
rates  across  their  service  territories  based  on  the  results  observed  to  date. 
Such  efforts  can  seiwe  as  an  impetus  to  get  more  public  utilities  to  adopt 
time-varying  pricing. 

Improving  Health  Care  Delivery.  In  another  example,  the  Affordable 
Care  Act  made  a  number  of  major  investments  in  understanding  how 
to  improve  quality  and  reduce  cost  in  health  care  delivery,  in  addition  to 
expanding  access  to  affordable  health  insurance  coverage.  As  described  ear¬ 
lier  in  this  chapter,  the  Center  for  Medicare  and  Medicaid  Innovation  (the 
“Innovation  Center”),  created  by  the  Act,  is  using  high-quality  evaluation 
approaches  to  test  innovative  payment  and  service  delivery  models  designed 
to  reduce  expenditures  while  preserving  or  enhancing  quality  of  care  for 
Medicare,  Medicaid  and  Children’s  Health  Insurance  Program  beneficiaries. 
Several  ongoing  Innovation  Center  payment  reform  initiatives — and  early 
results  from  those  initiatives— are  discussed  in  Chapter  4.  The  Innovation 
Center  will  use  the  results  of  such  model  evaluations  and  actuarial  data 
to  identify  best  practices  and  determine  which  successful  models  could  be 
implemented  more  broadly. 

Better  Outcomes  for  Youth  with  Disabilities.  The  Administration 
is  also  testing  many  different  approaches  aimed  at  youth  with  disabilities. 
The  Promoting  Readiness  of  Minors  in  Supplemental  Security  Income 
(PROMISE)  is  a  joint  initiative  of  the  departments  of  Education,  Health  and 
Human  Services,  Labor,  and  the  Social  Security  Administration.  PROMISE 
aims  to  improve  the  education  and  employment  outcomes  for  youth  with  dis¬ 
abilities  who  receive  Supplemental  Security  Income  (SSI)  and  their  families, 
by  improving  coordination  of  services  such  as  those  available  through  the 
Individuals  with  Disabilities  Education  Act,  the  Vocational  Rehabilitation 
State  Grants  program,  Medicaid  health  and  home  and  community  based  ser¬ 
vices,  Job  Corps,  Temporary  Assistance  for  Needy  Families,  and  Workforce 
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Investment  Act  programs.  The  PROMISE  program  allows  grantees  (states  or 
consortia  of  states)  to  design  their  own  inter\'ention  models  to  serve  youth 
and  their  families  for  three  years  with  a  two-year  extension  option,  provided 
they  include  a  minimum  set  of  sendees.  Grantees  may  also  apply  for  waivers 
of  funding  restrictions  or  rules  in  individual  programs  that  they  believe  will 
constrain  their  ability  to  achieve  outcomes.  Grantees  agree  to  enroll  a  large 
number  of  youth  (around  2,000)  who  are  eligible  to  be  seiwed  by  a  PROMISE 
intervention,  and  to  allow  random  assignment  to  be  used  to  assign  half  of 
eligible  youth  to  the  treatment  group  and  the  remaining  youth  to  a  control 
group  that  receives  the  services  that  child  SSI  recipients  normally  receive. 
'I'he  first  grants  were  awarded  in  September  2013.  To  evaluate  whether 
PROMISE  can  help  child  SSI  recipients  achieve  better  outcomes,  a  national 
evaluation  will  be  conducted  of  all  grantees  to  analyze  intervention  impacts 
on  educational  attainment,  employment  credentials  and  outcomes,  and 
whether  the  interventions  reduce  long-term  reliance  on  public  benefits,  and 
SSI  payments  in  particular  (Social  Security  Administration  2013). 

Improving  Outcomes  For  At-Risk  Youth.  The  Administration  also  is 
working  to  identify  approaches  that  help  at-risk  youth.  The  National  Guard 
Youth  Challenge  (ChalleNGe)  program,  which  has  been  rigorously  evalu¬ 
ated,  is  designed  to  provide  opportunities  for  adolescents  who  have  dropped 
out  of  school  but  demonstrate  a  willingness  to  turn  their  lives  around. 
Using  random  assignment,  Millensky  et  al.  (201 1)  found  significant  benefits 
to  program  participation  in  addition  to  higher  earnings,  as  ChalleNGe 
graduates  were  more  likely  than  the  control  group  to  have  obtained  a  high 
school  diploma  or  GED,  to  have  earned  college  credits,  and  to  be  work¬ 
ing  three  years  after  completing  the  program.  Participation  was  projected 
to  increase  discounted  lifetime  earnings  by  over  $40,000  (in  2010  dollars) 
(Perez-Arce  et  al.  2012).  After  considering  education  costs  to  the  student 
and  other  non-earnings  benefits,  the  ChalleNGe  program  was  estimated  to 
generate  $2.66  for  every  dollar  of  program  cost  (Perez-Arce  et  al.  2012).  The 
Administration  now  plans  to  test  the  application  of  the  ChalleNGe  model 
to  adjudicated  youth,  through  the  Department  of  Labor’s  Reintegration  of 
Ex-Offenders  program. 

Reducing  Homelessness.  Sharply  reducing  homelessness  is  a  key  focus 
of  the  Administration.*  Although  once  considered  an  intractable  problem, 
a  broad  body  of  research  (including  rigorous  evaluations)  documented  that 

*  Spurred  in  part  by  the  Homeless  Emergency  Assistance  and  Rapid  Transition  to  Housing 
Act  of  2009,  the  Obama  Administration  released  Opening  Doors:  The  FedernI  Strategic  Plan 
to  Find  Homelessness  in  2010.  The  plan  establishes  ambitious  goals  to  end  veterans’  and 
chronic  homelessness  as  well  as  homelessness  among  youth  and  families.  The  U.S.  Interagency 
Ciouncil  on  Homelessness  serves  to  coordinate  action  by  19  member  agencies  (United  States 
Interagency  Council  on  Homelessness.  2013b). 
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there  are  models  that  effectively  serve  individuals  experiencing  chronic 
homelessness.  The  Department  of  Housing  and  Urban  Development  (HUD) 
has  invested  heavily  in  promoting  these  evidence-based  approaches,  and  has 
re-oriented  the  Homelessness  Assistance  Grant  Program  away  from  such 
traditional  approaches  as  transitional  housing  and  toward  more-effective 
permanent  supportive  housing  (Figure  7-2).  Because  research  on  inteiwen- 
tions  that  are  effective  for  homeless  families  does  not  yet  exist  at  the  same 
level  of  rigor  as  for  homeless  individuals  (Culhane  et  al.  2007),  HUD  has 
undertaken  an  experimental  study  of  family  homelessness  called  the  Family 
Options  Study.  This  study  will  compare  several  combinations  of  housing 
assistance  and  services  in  a  multi-site  experiment  to  determine  which  inter¬ 
ventions  work  best  to  promote  housing  stability,  family  preservation,  child 
well-being,  adult  well-being,  and  self-sufficiency.  In  addition  to  usual  care, 
defined  as  remaining  in  emergency  shelter  and  accessing  whatever  resources 
that  would  normally  be  available  to  families  in  shelter,  three  interventions 
are  being  studied;  1)  subsidy  only  (a  voucher  primarily),  2)  transitional 
housing,  3)  rapid  re-housing.^ 

Furthering  the  Evidence  Agenda 

Relative  to  when  President  Obama  first  took  office  in  Januaiy  2009, 
agencies  are  doing  more  to  build  actionable  evidence  to  answer  important 
program  and  policy  questions.  These  efforts  span  a  wide  range  of  agencies 
and  programs.  While  largely  focused  on  improving  the  performance  of 
programs  that  provide  direct  services  to  individuals  and  account  for  roughly 
65  percent  of  total  Federal  outlays  (OMB  2014),  many  agencies,  including 
the  Department  of  Commerce,  the  Small  Business  Administration,  the 
Department  of  Agriculture,  and  the  Treasury  Department  are  also  pursuing 
ways  to  incorporate  impact  evaluations  in  programs  that  provide  assistance 
to  businesses. 

Instilling  a  culture  of  evidence-based  decision  making  within  agen¬ 
cies,  and  building  the  foundations  that  enable  rigorous  evaluations  to  guide 
new  investments  and  drive  policy,  is  neither  quick  nor  easy.  Evaluations  of 
particular  interventions  or  entire  programs  should  not  be  isolated  exercises 
that  occur  on  an  ad  hoc  basis,  but  rather  planned  in  advance.  Challenges 
always  accompany  efforts  to  enact  significant  change,  but  addressing  several 
key  elements  can  greatly  facilitate  agency  efforts  to  improve  the  collection 
and  use  of  evidence.  While  not  a  comprehensive  list,  these  issues  represent 


summary  ol  the  study,  as  well  as  the  Interim  Report  (which  documents  the  study  design 
process  of  randomization,  and  characteristics  of  the  study  population)  can  be  found  here: 
http;//www.huduser.org/portal/family_options_study.html 
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Inventory  of  Beds  for  Homeless  and  Formerly 
Homeless  People,  2007-2012 

N'uinbcr  of  ^’car-Round  Hcds  (  Thousands) 


Source:  Department  of  1  lousing  and  I  'rb:ui  De\  elopinent.  1  lonieless  Data  Dxchange.  I  lousing 
ln\  enton  Count. 

several  major  areas  that  provide  either  useful  opportunities,  or  serve  as  bar¬ 
riers,  in  agency  efforts  to  build  and  advance  an  evidence-based  agenda. 

Legislative  Support  for  Evaluation 

Authorizing  legislation  and  appropriations  bills  can  direct  how  agen¬ 
cies  should  use  program  funds  for  a  wide  variety  of  activities.  Legislation  can 
encourage  stronger  and  more  cost-effective  evaluation  in  many  ways.  One 
is  through  language  that  recognizes  the  importance  of  conducting  rigorous 
evaluations.  Another  is  by  making  sure  already-collected  program  data  are 
made  available  for  such  statistical  and  analytical  purposes. 

Legislative  Support  for  Rigorous  Evaluations.  Two  ways  that  legisla¬ 
tion  can  support  rigorous  evaluation  is  through  set-asides  and  support  for 
evaluation  of  demonstration  programs.  In  recent  years,  with  support  of 
top  management  within  agencies  and  the  Administration,  several  agen¬ 
cies  have  had  set-asides  for  evaluation  specified  in  program  legislation  and 
appropriations.  For  example,  the  Consolidated  Appropriations  Act  of  2012 
first  enabled  the  Secretary  of  Labor  to  reserve  up  to  0.5  percent  of  specific 
Department  of  Labor  (DOL)  appropriations  for  evaluations.  Also,  a  set-aside 
of  5  percent  of  competitive  grant  funds  in  the  Teacher  Incentive  Fund  allows 
the  Department  of  Education  to  conduct  a  rigorous  national  evaluation 
of  the  program  and  to  share  with  grantees  the  results  of  current,  rigorous 
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research  to  help  facilitate  ongoing  improvement.  Additionally,  authority  to 
set-aside  a  percentage  of  program  funds  for  evaluation  is  specified  in  some 
HHS  and  HUD  programs,  including  several  that  received  additional  funding 
through  the  Affordable  Care  Act  of  2010  and  the  American  Recover)'^  and 
Reinvestment  Act  of  2009.® 

Many  programs  are  funded  through  annual  appropriations,  which  gen¬ 
erally  require  obligation  of  those  funds  within  a  given  fiscal  year.  However, 
the  DOL  set-aside  for  evaluation  in  the  Consolidated  Appropriations  Act 
extends  the  deadline  by  which  the  DOL  must  obligate  transferred  evalua¬ 
tion  funds  to  two  years.  Because  designing  rigorous  evaluations  takes  time, 
a  window  beyond  the  standard  one-year  for  obligating  evaluation  funds  can 
in  some  cases  enable  agencies  to  plan  and  execute  more  thorough,  higher- 
quality  evaluations. 

Legislation  that  specifies  funding  for  demonstration  pilots  also  pro- 
\'ides  important  support  for  developing  an  evidence  base.  The  legislatively 
authorized  demonstrations  being  conducted  by  the  Innovation  Center  are 
recent  examples  that  illustrate  the  value  of  legislative  support  for  evidence 
building.^  As  another  example,  the  Department  of  Health  and  Human 
Services’  child  welfare  waiver  authority  allows  states  to  design  and  demon¬ 
strate  a  wide  range  of  approaches  for  reforming  child  welfare  and  improving 
outcomes,  including  decreased  first-time  entries  and  re-entries  into  foster 
care,  and  improvements  in  various  aspects  of  child  developmental,  behav¬ 
ioral,  and  social  functioning.  States  are  required  to  conduct  rigorous  impact 
evaluations  as  well  as  process  evaluations  as  part  of  their  waiver  agree¬ 
ments. In  addition,  the  Administration  is  proposing  to  restore  demonstra¬ 
tion  authority  for  the  Disability  Insurance  program,  while  also  providing 
new  authority  for  the  Social  Security  Administration  and  partner  agencies 
to  test  early-inteiwention  strategies  that  would  help  people  with  disabilities 
remain  in  the  workforce. 

Legislation  can  also  encourage  stronger  evaluations  through  explicit 
language  requiring  grantees  to  participate  in  evaluations  and  by  requir¬ 
ing  use  of  proven  interventions.  The  Healthy,  Hunger-Free  Kids  Act,  for 

**  While  set-asides  within  programs  are  useful,  some  have  noted  that  department-wide  set- 
asides  may  have  advantages  over  program-level  set-asides  by  providing  agencies  with  more 
flexibility  over  maximizing  the  return  to  evaluation  investments.  Also,  set-asides  will  be  used 
most  effectively  when  agencies  have  a  demonstrated  capacity  to  manage  evaluation  funds. 

’  Prior  to  passage  of  the  ACA,  existing  demonstration  payment  waiver  authority  allowed  HHS 
to  conduct  Medicare  demonstrations  of  the  impacts  of  new  ser\'ice  delivery  methods  and  new 
payment  approaches.  However,  due  to  statutor)'  restrictions  these  demonstrations  tended  to 
be  relatively  small.  The  ACA  provided  the  Secretar)'  with  more  flexible  authority  for  testing 
payment  and  deliver)'  system  innovations,  and  expanding  them  based  on  evidence.  This  work 
is  conducted  under  the  auspices  of  the  CMMI. 

Child  and  Family  Services  Improvement  and  Innovation  Act,  Title  II,  Sec.  201,  P.L.  1 12-34. 
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example,  included  a  nondiscretionary  provision  that  requires  State  and  local 
grant  recipients  in  a  number  of  nutrition  assistance  programs,  including 
the  National  School  Lunch  Program,  the  Special  Supplemental  Nutrition 
Program  for  Women,  Infants  and  Children,  and  other  programs  authorized 
in  the  National  School  Lunch  Act  and  the  Child  Nutrition  Act  to  cooperate 
in  evaluations  conducted  by  or  on  behalf  of  the  Department  of  Agriculture." 
'Phis  Act  also  reformed  the  structure  of  the  nutrition  education  provided 
through  the  Supplemental  Nutrition  Assistance  Program,  one  of  the 
Nation’s  main  anchors  of  the  social  safety  net  that  provides  nutrition  assis¬ 
tance  to  eligible  low-income  individuals  and  families.  It  established  a  new 
and  improved  Nutrition  Education  and  Obesity  Prevention  Grant  Program 
that  requires  a  greater  emphasis  on  evidence-based,  outcome-driven  inter¬ 
ventions,  with  a  focus  on  preventing  obesity  and  coordinating  with  other 
programs  for  maximum  impact  and  cost-effectiveness. 

Legislative  Support  for  Access  to  Data  for  Statistical  Purposes, 
Including  Evaluations.  Existing  laws  can  be  explicit  or  implicit  regarding 
whether  information  collected  as  part  of  administering  programs  can  be 
used  for  statistical  purposes  integral  to  evaluation.  Explicit  and  supportive 
laws  can  save  significant  time  and  effort  in  negotiating  agreements  to  pro¬ 
vide  data  for  evaluations  and  can  facilitate  more  and  better  analysis.  For 
example,  the  Social  Security  Act  explicitly  states  that  one  of  the  agency’s 
datasets  can  be  used  for  statistical  and  research  activities  conducted  by 
Federal  and  State  agencies. 

Some  legislation  provides  the  agency  head  with  broad  authority  to 
determine  appropriate  uses  of  program  data.  Given  that  the  statistical  uses 
of  data  in  program  evaluation  often  inform  the  context,  policies,  and  opera¬ 
tions  of  the  same  programs  authorized  by  a  given  statute,  agencies  some¬ 
times  determine  that  their  general  statutory  authority  can  grant  sufficient 
authorization  to  provide  administrative  data  to  other  Federal  agencies  for 
statistical  purposes.  For  example,  the  Social  Security  Administration  pro¬ 
vides  certain  datasets  for  statistical  and  research  purposes  as  described  in  its 
implementing  regulations. 

Multiple  legitimate  goals  must  be  balanced  when  determining  appro¬ 
priate  access  to  data,  including  reducing  the  burden  of  data  collection  on 
individuals  and  institutions  and  protecting  personal  privacy.  Even  so,  care¬ 
ful  crafting  of  legislative  language  can  achieve  those  aims  while  still  making 
data  available  for  Federal  researchers  to  rigorously  evaluate  and  to  improve 


"  U.S.  Department  of  Agriculture.  Food  and  Nutrition  Service  Final  Rule.  Cooperation 
in  USDA  Studies  and  Evaluations,  and  Full  Use  of  Federal  Funds  in  Nutrition  Assistance 
Programs  Nondiscretionar\’  Provisions  of  the  Healthy.  Hunger-Free  Kids  Act  of  2010.  Public 
Faw  1 11-296.  Federal  Register  \'ol  76.  No.  125.  [une  29.  2011. 
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government  programs.  Key  considerations  include:  avoiding  vague  or 
unclear  authority  to  determine  appropriate  uses  of  program  data;  avoiding 
narrowly  written  statutory  language  that  only  allows  access  to  data  for  nar¬ 
rowly  defined  programmatic  reasons;  or  restricting  a  Federal  agency’s  ability 
to  collect  data  from  grantees. 

'fhe  information  needs  in  programs  managed  at  the  State  level  could 
theoretically  be  addressed  through  non -Federal  data  systems,  but  this  is 
not  always  possible.  States  or  other  grantees  may  not  voluntarily  develop 
comprehensive  data  systems  in  ways  that  are  comparable  across  states,  or 
have  the  capacity  or  incentive  to  make  data  available  to  researchers.  When 
no  feasible  solutions  exist  to  alleviate  these  issues,  legislation  may  be  war¬ 
ranted  to  authorize  creation  of  Federal  datasets  accessible  to  researchers,  or 
to  establish  requirements  for  State-held  datasets  that  enable  data  exchange 
and  comparability  across  states  and  to  ensure  access  by  researchers. 

Building  Evaluation  into  the  Design  of  Programs 

Many  of  the  examples  described  earlier  demonstrate  the  ways  in 
which  agencies  are  designing  programs  to  facilitate  evaluation.  But  agen¬ 
cies  can  still  do  more  to  embed  rigorous  evaluation  designs  into  both  new 
programs  and  existing  programs. 

New  programs.  The  benefits  of  adopting  evidence-based  program 
designs,  like  the  tiered  evidence  structure  in  the  Investing  in  Innovation 
program  and  in  HHS’  home  visiting  program,  include  the  ability  to  guide 
competitive  grant  funds  to  the  strategies  with  a  strong  evidence  base,  while 
also  requiring  grantees  to  conduct  evaluations  where  no  evidence  is  yet 
available.  Even  without  such  a  program  structure,  agencies  implementing 
new  programs  over  the  past  five  years  have  increasingly  required  grantees 
to  collect  data  and  develop  administrative  data  systems  that  can  improve 
comparability  and  facilitate  evaluation  in  addition  to  meeting  program 
operating  needs.  For  example,  the  Department  of  Education’s  Promise 
Neighborhoods  initiative  implemented  in  2010  requires  grantees  to  collect 
and  track  outcome  data  in  an  individual-level  longitudinal  data  system  to 
facilitate  rigorous  evaluation.  This  initiative  aims  to  improve  educational 
and  developmental  outcomes  of  children  and  youth  in  distressed  commu¬ 
nities.'^  To  assist  grantees  in  collecting  high-quality  and  comparable  data, 
the  Education  Department  is  providing  grantees  with  extensive  guidance  on 
data  collection  and  reporting  (Comey  et  al.  2013). 


This  program  is  based  on  the  Harlem  Children’s  Zone  model,  which  was  found  to  increase 
earnings  for  students,  decrease  the  probability  of  committing  crimes  and  decrease  health 
disability  probabilities— with  the  potential  for  providing  large  public  benefits  (Dobbie  and 
Fryer  2011). 
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Other  benefits  of  considering  evaluation  needs  in  the  design  of  new 
programs  include  creating  opportunities  to  save  time  and  money  by  identi¬ 
fying  evaluation  data  up  front,  minimizing  burden  on  program  respondents, 
and  avoiding  the  loss  of  information  all  together  that  cannot  be  created  too 
long  after  the  fact.  When  not  considered  in  the  earliest  stages  of  program 
design,  a  typical  alternative  to  collecting  the  information  needed  for  evalua¬ 
tion  is  to  conduct  surveys,  which  requires  identifying  expertise  to  design  and 
test  the  suiweys,  gaining  approval  for  their  use,  and  then  administering  them 
to  collect  data,  often  long  after  the  fact.  Surveys  add  to  the  time  and  cost 
to  build  evidence,  due  to  the  time  and  skill  involved  in  developing  survey 
instruments  that  will  yield  high-quality  data,  the  requirements  for  obtaining 
needed  approvals,  and  the  actual  implementation  of  the  survey.'^  Careful 
planning  can  help  limit  the  need  for  evaluation-related  suiweys  to  data  that 
cannot  be  obtained  in  any  other  way,  such  as  information  on  post-program 
choices,  earnings,  or  jobs  necessary  for  identifying  longer-term  impacts  of  a 
program  or  intervention. 

One  of  the  most  important  ways  the  design  of  a  program  can  facili¬ 
tate  evidence  building  is  through  careful  consideration  of  how  treatment 
and  control  groups  can  be  established  to  facilitate  impact  evaluation.  As 
discussed  earlier,  randomly  assigning  potential  program  participants  to 
treatment  and  control  groups  enables  the  most  credible  impact  evaluations. 
Several  mechanisms  exist  for  creating  good  comparison  groups  that  allow 
for  experimental  or  quasi-experimental  techniques  to  be  employed  to  pro¬ 
duce  high-quality  estimates  of  program  effectiveness. 

Several  options  for  enrolling  potential  participants  in  a  program  or 
intervention,  presented  in  order  of  the  rigor  of  evaluation  they  might  sup¬ 
port,  are  as  follows: 

1.  Random  assignment  by  lottery  when  capacity  is  limited.  In  many 
instances,  due  to  limited  funds  or  other  constraints,  a  program  or  inteiwen- 
tion  cannot  seiwe  ever)'  person  or  entity  that  is  eligible  to  apply.  In  such 
cases,  rather  than  “first-come,  first-seiwe”  or  other  nonrandom  devices, 
implementing  a  lotter)'  to  select  which  applicants  may  participate  in  a 
program  or  inteiwention  generates  a  low-cost  randomized  experiment.  This 

For  example,  the  Paperwork  Reduction  Act  (PRA),  first  enacted  in  1980  and  amended 
in  1995  (44  U.S.C.,  Chapter  35),  requires  Federal  agencies  to  obtain  OMB  approval  when 
an  agency  plans  to  collect  information  from  ten  or  more  persons  using  identical  reporting, 
recordkeeping,  or  disclosure  requirements.  Among  the  PRA’s  goals  are  ensuring  the  greatest 
possible  public  benefit  from  and  maximizing  the  utility  of  information  created,  collected, 
maintained,  used,  shared  and  disseminated  by  or  for  the  Federal  government  and  minimizing 
the  burden  for  persons  resulting  from  the  collection  of  information  by  or  for  the  Federal 
government.  As  a  further  example,  some  data  collections  are  subject  to  review  by  Institutional 
Review  Boards,  in  order  to  protect  the  rights  of  the  human  subjects  of  such  research,  a 
requirement  under  (42  USC  289)  under  45  CFR  46. 
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strategy  has  been  used  recently  to  determine  the  impact  of  Medicaid  access 
(Baicker  et  al.  2013),  charter  school  attendance  (Abdulkadiroglu  et  al.  2011), 
and  small  business  entrepreneurship  training  (Benus  et  al.  2009).  Note  that 
the  losers  of  the  lottery  need  to  be  followed  to  track  their  outcome  data. 

2.  Assignment  based  on  a  continuous  “need  score.”  A  common  objec¬ 
tion  to  random  assignment  is  that  resources  should  be  targeted  to  those  with 
the  greatest  need,  or  those  most  likely  to  benefit.  In  this  situation,  program 
assignment  might  lend  itself  to  a  strong  evaluation  if  it  incorporates  some 
sort  of  explicit,  continuous,  ranking  of  applicant  need  (or  likely  benefit), 
and  bases  program  eligibility  on  some  cutoff  in  need.  For  example,  Ludwig 
and  Miller  (2007)  study  the  effect  of  participating  in  Head  Start  on  mortal¬ 
ity  rates  for  children  by  exploiting  the  fact  that  the  Office  of  Economic 
Opportunity  provided  technical  assistance  to  the  300  poorest  counties  in 
1965.  This  created  lasting  differences  in  Head  Start  funding  rates  for  coun¬ 
ties  with  poverty  levels  just  below  and  just  above  the  poverty  rate  of  the 
300th  poorest  county.  With  this  type  of  assignment  rule,  a  regression  dis¬ 
continuity  design  can  be  used  to  study  the  impact  of  the  program.  The  logic 
of  the  design  is  that  individuals  with  “scores”  just  above  and  just  below  the 
threshold — in  Ludwig  and  Miller,  living  in  a  county  with  a  poverty  rate  just 
above  or  below  the  poverty  rate  of  the  300th  poorest  county’s  rate — are  likely 
to  be  similar  to  each  other  in  ways  that  affect  their  outcomes,  except  that 
those  just  below  receive  the  treatment  (in  this  case,  participation  in  Head 
Start).  This  design  can  deliver  estimates  of  the  effect  of  the  program  that  are 
similar  to  randomized  experiments. 

3.  Staging  the  rollout  of  a  large  program.  If  a  program  will  be  intro¬ 
duced  that  will  ultimately  serve  many  participants  spread  across  different 
geographic  areas,  or  schools,  or  other  natural  groupings,  staggering  the 
rollout  across  time  and  space,  with  the  rollout  sequence  chosen  randomly, 
makes  it  much  easier  to  evaluate.  For  example,  suppose  a  mentoring  pro¬ 
gram  aimed  at  increasing  college  attendance  will  be  introduced  in  a  group  of 
schools  and  the  government  hopes  to  learn  about  the  effect  of  the  program 
by  estimating  the  change  in  college  enrollment  among  students  at  the  school 
before  and  after  the  program  is  introduced.  If  the  program  is  introduced 
in  only  one  school  district,  then  any  other  changes  that  the  school  district 
introduced  around  the  same  time  might  affect  the  change  in  outcomes  and 
bias  the  conclusion.  Similarly,  if  the  program  is  introduced  in  many  differ¬ 
ent  schools  but  all  in  the  same  year,  then  any  other  changes  in  policy,  the 
economic  climate,  or  other  macro-economic  conditions  may  be  confounded 


On  the  other  hand,  the  estimates  from  an  ROD  strictly  pertain  only  to  the  types  of 
participants  “near”  the  cutoff.  To  the  extent  the  impact  varies  across  participants  with  different 
levels  of  need,  this  can  be  a  limitation. 
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with  the  treatment  effect  and  thus  may  “bias”  the  estimate  of  the  treatment 
effect.  Staggering  the  rollout  of  the  program  over  time  and  space,  using  ran¬ 
domization  and  possibly  further  matching  treatment  and  control  units  based 
on  observable  characteristics,  helps  to  control  for  these  potential  biases,  and 
thus  allows  for  better  estimates  of  a  program’s  impact.  This  strategy  has  been 
used  by  Rothstein  (2010)  to  study  the  effect  of  extended  unemployment 
benefits. 

The  three  strategies  above  create  experiments  or  quasi-experiments 
that  lend  themselves  to  high-quality  impact  evaluations.  In  the  absence  of 
such  devices,  evaluators  need  to  acknowledge  the  differences  that  do  exist 
between  program  (or  intervention)  participants  and  non-participants  and  to 
use  statistical  techniques  like  multivariate  regression  and  matching  to  con¬ 
trol  for  these  differences.  Since  these  strategies  all  attempt  to  compare  the 
outcomes  of  program  participants  and  non-participants  with  similar  charac¬ 
teristics,  the  success  of  the  evaluation  will  be  determined  by  the  availability 
of  good  information  on  the  characteristics  of  the  population  that  are  most 
predictive  of  the  outcome  under  study,  as  well  as  the  reasons  why  individuals 
choose  to  participate  in  a  program.  However,  for  these  strategies  to  work,  the 
variation  between  the  treatment  and  control  groups  after  using  statistical  or 
matching  techniques  to  control  for  differences  between  these  groups  must 
be  plausibly  unrelated  to  the  outcomes  of  interest,  except  through  the  effect 
of  the  treatment.  There  needs  to  be  some  part  of  that  variation  between  the 
treatment  and  control  groups  that  operates  like  randomization. 

Existing  Programs.  Designing  programs  to  facilitate  evaluation  may 
be  relatively  simpler  in  new  programs  than  in  existing  programs,  due  to 
program  manager  reluctance  in  the  latter  to  tiying  new  strategies,  concerns 
about  equity  among  participants  if  the  control  group  receives  no  services, 
and  other  reasons.  But  experiences  at  several  agencies  demonstrate  these 
barriers  can  be  overcome.  Lotteries  for  oversubscribed  programs  are  as 
applicable  in  longstanding  programs  as  in  new  ones  (see  for  example  the 
Jacob  and  Ludwig  (2012)  study  on  impacts  of  housing  vouchers).  However, 
increasing  opportunities  for  evidence-based  decisionmaking  in  programs 
that  allocate  funds  to  states  on  the  basis  of  formulas  remain  especially  chal¬ 
lenging,  because  evaluations  and  evidence-based  funding  allocations  are 
not  a  requirement  of  States  receiving  the  funds.  Waiver  authorities  or  other 
mechanisms  to  incentivize  evaluations  in  these  programs  are  only  available 
in  a  few  instances.  A  control  that  could  prompt  State  and  local  grant  recipi¬ 
ents  to  do  evaluations  in  these  types  of  programs  is  a  legislated  requirement 
that  a  certain  portion  of  funds  be  set  aside  for  evidence-based  grants  or 
models  of  deliver)'.  For  example,  in  the  Senate  Appropriations  Bill  for  FY 
2014,  the  Substance  Abuse  and  Mental  Health  Services  Administration 
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mental  health  block  grant  programs  included  language  defining  a  5  percent 
set-aside  for  evidence-based  grants.*^ 

There  is  still  work  to  be  done  to  embed  evaluation  and  evidence-based 
decision  making  into  more  programs.  Agencies  can  focus  evaluation  efforts 
in  those  programs  that  can  help  ensure  that  the  agency’s  most  critical  pro¬ 
gram  and  policy  questions  are  addressed.** 

Developing  the  Capacity  to  Link  to  Other  Administrative  and 
Survey  Data  Sources 

Increasingly,  agencies  are  seeking  opportunities  to  improve  their 
evaluation  approaches  by  supplementing  their  administrative  program  data 
with  other  available  government  data,  where  appropriate  and  while  ensur¬ 
ing  strong  privacy  protections.  Using  pre-existing  data  collected  for  other 
reasons,  while  maintaining  strong  privacy  protections,  provides  a  number 
of  benefits.  Several  challenges  arise  when  doing  so,  and  the  Administration 
is  taking  steps  to  address  these  challenges. 

Benefits  of  using  existing  data  resources.  Using  pre-existing  admin¬ 
istrative  data  collected  for  other  reasons,  while  maintaining  strong  privacy 
protections,  can  help  agencies  answer  important  policy  questions  that  could 
not  otherwise  easily  be  addressed  with  a  single  program  database  or  survey. 
Administrative  data  provides  the  most  complete  and  accurate  source  of 
information  on  program  participation  and  can  provide  more  accurate  data 
on  earnings,  test  scores,  and  other  outcomes  of  interest.  Indeed,  the  benefits 
of  using  pre-existing  administrative  data  for  evaluation  and  other  statistical 
purposes  have  been  widely  acknowledged  for  some  time.  Data  from  multiple 
sources  have  been  used  in  a  number  of  impact  evaluations,  primarily  to 
identify  the  characteristics  of  treatment  and  control  groups,  identify  out¬ 
come  variables  which  indicate  the  impacts  of  treatments,  reduce  study  costs 
and  reduce  the  burden  on  study  participants  by  avoiding  the  need  to  collect 
the  data  via  another  survey  (Coalition  for  Evidence-Based  Policy  2012; 
Finkelstein  et  al.  2012;  Bettinger  et  al.  2009;  Jacob  and  Ludwig  2012).  Linked 
datasets  are  also  facilitating  current  evidence-building  efforts  in  various 
agencies,  such  as  in  the  Department  of  Health  and  Human  Sendee’s  Office 
of  Child  Support  Enforcement,  which  is  currently  implementing  a  child 
support-led  employment  services  demonstration  project  with  a  random 
assignment  impact  evaluation  (where  treatment  consists  of  extra  sendees 
under  the  program,  and  the  control  group  receives  regular  services  that  are 
available)  and  a  cost-benefit  analysis.  The  planned  evaluation  will  draw  on 

S.  1284,  Report  No.  113-71. 

Recognizing  that  agencies  operate  with  scarce  resources,  OMB  has  encouraged  agencies  to 
adopt  such  a  focus  (OMB  2013b). 
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unemployment  insurance  wage  and  benefit  records,  as  well  as  State  admin¬ 
istrative  data  on  benefits  in  the  Supplemental  Nutrition  Assistance  Program 
and  other  public  assistance  programs,  criminal  justice  system  data  and  other 
data  to  more  cost-effectively  and  accurately  determine  the  effectiveness  and 
the  true  costs  and  benefits  of  the  program.  As  another  example,  HUD  and 
HHS  are  pilot-testing  links  between  HUD  administrative  data  and  HHS 
Medicare/Medicaid  data,  to  build  evidence  on  opportunities  to  improve  the 
health  of  Medicare/Medicaid  beneficiaries  in  HUD-assisted  housing  as  well 
as  the  impact  of  housing  assistance  on  health. 

Challenges  and  Solutions.  Nevertheless,  accessing  administrative 
data  for  these  statistical  uses  is  challenging.  These  data  are  collected  to 
facilitate  day-to-day  program  operations,  including  developing  performance 
measures.  Unless  evaluation  needs  are  considered  in  the  database  design 
stage,  however,  the  meaningfulness  of  administrative  data  for  conducting 
rigorous  evaluation  may  be  limited.  Also,  data  definitions  can  vary  dramati¬ 
cally  across  datasets;  especially  with  State-level  data,  the  definitions  often 
vary  across  states  and  even  counties.  Aside  from  definitional  differences, 
the  quality  of  programmatic  data — its  completeness  and  accuracy — can 
vary  dramatically  across  datasets.  Significant  data-quality  gaps  or  errors  can 
compromise  analysis.  It  can  also  be  costly  to  negotiate  access  to  data  on  a 
state-by-state  basis. 

One  key  practical  challenge  is  that  agencies,  in  an  attempt  to  be 
privacy  sensitive,  may  not  include  in  program  databases  unique  identifiers 
for  program  applicants  and  participants.  Such  unique  identifiers  facilitate 
linking  to  data  provided  by  subjects  through  other  programs  or  even  for 
the  same  program  over  time.  Linking  datasets  through  name  and  address 
matching  or  matching  on  other  less  unique  variables  can  introduce  bias  and 
render  the  linked  data  unusable  for  rigorous  analysis.  While  some  agencies 
have  an  established  history  of  allowing  use  of  data  (including  identifying 
information)  for  statistical  purposes,  in  many  cases  access  to  such  data  is 
not  readily  available  due  to  real  or  perceived  legal,  policy,  or  operational 
barriers. In  some  cases,  extensive  negotiations  with  the  agency  responsible 
for  the  data  are  needed  to  gain  access  to  the  data  for  use  in  evaluation  stud¬ 
ies;  sometimes  the  efforts  are  not  successful  even  after  months  or  years  of 
negotiations. 


’’  One  legal  barrier  is  that  when  a  program’s  authorizing  statute  is  silent  about  whether  access 
to  data  can  be  provided  for  statistical  purposes  (which  includes  evaluation),  agencies  need 
to  make  a  determination  about  allowable  uses.  In  such  cases,  agencies  may  consers’atively 
interpret  the  lack  of  an  express  authority  as  a  prohibition  on  providing  data  to  another  agency. 
However,  as  discussed  in  OMB  memorandum  M- 14-06,  agencies  may  be  able  to  provide  the 
data  under  their  general  statutory  authority  (OMB  2014). 
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To  help  address  these  harriers,  the  OMB  recently  issued  guidance 
to  assist  both  program  and  statistical  agencies  (and  statistical  components 
within  agencies)  in  increasing  the  opportunities  to  use  administrative  data 
for  statistical  purposes,  which  includes  evaluation.’®  In  part,  this  guidance 
requires  government  departments  to  engage  both  program  and  statistical 
agencies  in  identifying  administrative  datasets  of  potential  value  for  statisti¬ 
cal  purposes;  communicating  the  importance  to  staff  of  promoting  the  use  of 
administrative  data  for  statistical  purposes;  and  identifying  several  datasets 
with  the  most  value  for  statistical  purposes  but  which  are  not  currently  being 
provided,  along  with  descriptions  of  critical  barriers  that  appear  to  preclude 
providing  access  for  statistical  purposes.  The  guidance  also  offers  tools  to 
help  agencies  in  these  tasks,  including  guidance  in  understanding  relevant 
legal  requirements,  a  tool  to  facilitate  more  efficient  interagency  agreements, 
and  a  tool  to  assess  administrative  data  quality  developed  under  the  auspices 
of  the  Federal  Committee  on  Statistical  Methodology.  Departments  must 
also  report  to  the  OMB  on  their  efforts  to  foster  collaboration  and  increase 
access  to  administrative  data  for  statistical  purposes. 

Facilitating  Researcher  Access  to  Federal  Data  while  Protecting 
Privacy 

Some  agencies  have  developed  ways  for  researchers  to  access  Federal 
data  for  statistical  purposes  in  secure  research  environments  that  preserve 
the  confidentiality  of  individual  records.  The  Census  Bureau  and  National 
Center  for  Health  Statistics  operate  secure  research  data  centers,  in  which 
qualified  researchers  with  approved  projects  can  use  micro-data  files  for 
statistical  research.  The  Retirement  Research  Consortium  is  a  key  tool  that 
the  Social  Security  Administration  uses  to  facilitate  policy-relevant  research 
on  retirement  and  Social  Security.  The  consortium  comprises  three  com¬ 
petitively  selected  research  centers  based  at  the  University  of  Michigan, 
Boston  College,  and  the  National  Bureau  of  Economic  Research.  The  centers 
perform  valuable  research  and  evaluation  of  retirement  policy,  disseminate 
results,  provide  training  and  education  awards,  and  facilitate  the  use  of 
SSA’s  administrative  data  by  outside  researchers.  Nonetheless,  due  to  con¬ 
fidentiality  restrictions,  uneven  interpretations  of  laws  governing  privacy  of 
data  provided  to  the  government,  and  other  reasons,  many  data  sets  remain 

Statistical  purposes  is  defined  in  footnote  2  of  the  OMB  memorandum  M- 14-06  (OMB 
2014):  [it]  refers  to  “the  description,  estimation,  or  analysis  of  the  characteristics  of  groups, 
without  identifying  the  individuals  or  organizations  that  comprise  such  groups,”  (PL- 107-347, 
Title  V — Confidential  Information  Protection  and  Statistical  Efficiency  Act  (CIPSEA),  Section 
502  (9)(A)).  Statistical  purposes  exclude  “any  administrative,  regulatory,  law  enforcement, 
adjudicatory,  or  other  purpose  that  affects  the  rights,  privileges,  or  benefits  of  a  particular 
identifiable  respondent”  (PL- 107-347,  Title  V— CIPSEA,  Section  502  (5)(A)). 
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hard  for  researchers  to  access  for  statistical  uses,  and  opportunities  to  link  to 
researcher-collected  data  remain  limited. 

This  Administration  is  committed  to  improving  opportunities  for 
researcher  access  in  ways  that  fully  maintain  privacy  protections  of  Federal 
program  participants.  HHS’  Centers  for  Medicare  and  Medicaid  Sendees’ 
(CMS)  Virtual  Research  Data  Center  is  an  innovative  example  of  ways  agen¬ 
cies  are  working  to  improve  access  to  Federal  agencies  for  their  own  use  and 
for  their  grantees  carrying  out  federally  sponsored  research  activities.  In 
late  2013,  the  Virtual  Research  Data  Center  began  providing  users  with  a 
dedicated  workspace  where  they  can  upload  external  files  and  use  them  with 
CMS  data  to  run  analyses  and  download  aggregate  statistical  files  to  their 
workstations.  This  model  is  a  more-efficient,  less-expensive,  more-flexible 
and  more-secure  way  for  researchers  to  access  a  variety  of  Medicare  and 
Medicaid  program  data,  relative  to  the  existing  approach  that  entails  cutting, 
encrypting,  and  shipping  large  quantities  of  information. 

Conclusion 

Whatever  the  findings,  rigorous  evaluations  provide  critical  and  cred¬ 
ible  feedback  about  whether  the  current  design  of  a  program  is  effective 
or  whether  program  modifications  are  needed  so  that  important  program 
goals  are  met.  Indeed,  in  some  fields — including  business  and  medicine — the 
vast  majority  of  randomized  controlled  trials  used  to  evaluate  the  efficacy 
of  inten'entions  and  strategies  find  no  positive  effects  of  interventions 
(Coalition  for  Evidence-Based  Policy  2013).  Rigorous  impact  evaluations 
serve  as  important  learning  tools  to  guide  management  decisions  about 
program  investments,  'fhe  Administration  continues  to  support  the  use 
of  these  tools,  broadly  and  often,  to  facilitate  continuous  improvement  in 
government  programs  as  well  as  to  identify  best  practices  and  effective  new 
approaches  that  can  be  shared  with  organizations  delivering  services  funded 
with  Federal  dollars. 

Over  the  last  five  years.  Federal  agencies  have  increasingly  used  rig¬ 
orous  impact  evaluations  to  inform  program  decisions,  including  how  to 
improve  programs.  Agencies  are  tr)'ing  new  approaches  when  the  evidence 
indicates  existing  strategies  are  not  yielding  sufficiently  positive  impacts 
on  important  outcomes,  'fhey  are  restructuring  programs  to  increase  their 
effectiveness  when  evidence  shows  new  strategies  produce  better  results,  and 
are  developing  evidence  where  an  insufficient  evidence  base  exists.  And  they 
are  scaling  up  approaches  that  work,  improving  public  policy  and  people’s 
lives.  As  part  of  this  effort,  agencies  are  improving  the  collection  and  com¬ 
parability  of  data  to  provide  new  opportunities  for  evaluation.  They  are 
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also  using  cutting-edge  technology  to  improve  data  access  to  other  Federal 
agencies  and  to  outside  researchers  while  protecting  privacy — strategies 
that  can  enable  evaluations  to  be  done  more  rapidly  and  at  lower  cost.  The 
Administration  continues  to  support  these  efforts  to  affect  change.  By  using 
rigorous  evaluation  strategies  to  identify  what  works,  and  by  taking  steps  to 
make  needed  modifications,  agencies  and  taxpayers  will  have  the  greatest 
confidence  that  scarce  resources  are  being  used  as  efficiently  as  possible  in 
meeting  priority  goals. 
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A  P  P  E  N  D  I  X  A 

REPORT  TO  THE  PRESIDENT 
ON  THE  ACTIVITIES  OF  THE 
COUNCIL  OF  ECONOMIC 
ADVISERS  DURING  2013 


LETTER  OF  TRANSMITTAL 


Council  of  Economic  Advisers 
Washington,  D.C.,  December  31,  2013 

Mr.  President; 

The  Council  of  Economic  Advisers  submits  this  report  on  its  activities 
during  calendar  year  2013  in  accordance  with  the  requirements  of  the 
Congress,  as  set  forth  in  section  10(d)  of  the  Employment  Act  of  1946  as 
amended  by  the  Full  Employment  and  Balanced  Growth  Act  of  1978. 

Sincerely  yours, 

Jason  Eurman,  Chairman 
Betsey  Stevenson,  Member 
James  I  I.  Stock,  Member 
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Report  to  the  President 
ON  THE  Activities  of  the 
Council  of  Economic  Advisers 
During  2013 

The  Council  of  Economic  Advisers  was  established  by  the  Employment 
Act  of  1946  to  provide  the  President  with  objective  economic  analysis  and 
advice  on  the  development  and  implementation  of  a  wide  range  of  domestic 
and  international  economic  policy  issues.  The  Council  is  governed  by  a 
Chairman  and  two  Members.  The  Chairman  is  appointed  by  the  President 
and  confirmed  by  the  United  States  Senate.  The  Members  are  appointed  by 
the  President. 


The  Chairman  of  the  Council 

Jason  Furman  was  confirmed  by  the  U.S.  Senate  on  August  1,  2013. 
Prior  to  this  role,  Furman  seiwed  as  Assistant  to  the  President  for  Economic 
Policy  and  the  Principal  Deputy  Director  of  the  National  Economic  Council. 

From  2007  to  2008  Furman  was  a  Senior  Fellow  in  Economic  Studies 
and  Director  of  the  Hamilton  Project  at  the  Brookings  Institute.  Previously, 
he  served  as  a  Staff  Economist  at  the  Council  of  Economic  Advisers,  a 
Special  Assistant  to  the  President  for  Economic  Policy  at  the  National 
Economic  Council  under  President  Clinton  and  Senior  Adviser  to  the  Chief 
Economist  and  Senior  Vice  President  of  the  World  Bank.  Furman  was  the 
Economic  Policy  Director  for  Obama  for  America.  Furman  has  also  served 
as  Visiting  Scholar  at  NYU’s  Wagner  Graduate  School  of  Public  Service,  a 
visiting  lecturer  at  Yale  and  Columbia  Universities,  and  a  Senior  Fellow  at 
the  Center  on  Budget  and  Policy  Priorities. 

Alan  B.  Krueger  resigned  as  Chairman  on  August  2,  2013  to  return 
to  Princeton  University,  where  he  is  the  Bendheim  Professor  of  Economics 
and  Public  Affairs. 
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The  Members  of  the  Council 


Betsey  Stevenson  was  appointed  by  the  President  on  August  6,  2013. 
She  is  on  leave  from  the  University  of  Michigan’s  Gerald  R.  Ford  School 
of  Public  Policy  and  the  Economics  Department  where  she  is  an  Associate 
Professor  of  Public  Policy  and  Economics.  She  ser\'ed  as  the  Chief  Economist 
of  the  US  Department  of  Labor  from  2010  to  201 1. 

James  H.  Stock  was  appointed  by  the  President  on  Februar)'  7,  2013. 
He  served  as  Chief  Economist  of  the  Council  of  Economic  Advisers  from 
September  12, 2012  until  then.  Dr.  Stock  is  on  leave  from  Flar\'ard  University, 
where  he  is  the  Harold  Hitchings  Burbank  Professor  of  Political  Economy. 
Dr.  Stock  seiwed  as  the  Chair  of  the  Harvard  University  Department  of 
Economics  from  2006  to  2009. 

Katharine  G.  Abraham  resigned  as  Member  of  the  Council  on  April  19, 
2013  to  return  to  the  University  of  Maryland,  where  she  is  a  professor  in  the 
Joint  Program  in  Survey  Methodolog)'  and  faculty  associate  in  the  Maryland 
Population  Research  Center. 

Areas  of  Activities 

A  central  function  of  the  Council  is  to  advise  the  President  on  all 
economic  issues  and  developments.  In  the  past  year,  as  in  the  four  previous 
years,  advising  the  President  on  policies  to  spur  economic  growth  and  job 
creation,  and  evaluating  the  effects  of  the  policies  on  the  economy,  have  been 
a  priority. 

The  Council  works  closely  with  various  government  agencies, 
including  the  National  Economic  Council,  the  Office  of  Management  and 
Budget,  White  House  senior  staff,  and  other  officials  and  engages  in  discus¬ 
sions  on  numerous  policy  matters.  In  the  area  of  international  economic 
policy,  the  Council  coordinates  with  other  units  of  the  White  House,  the 
freasury  Department,  the  State  Department,  the  Commerce  Department, 
and  the  Federal  Reserve  on  matters  related  to  the  global  financial  system. 

Among  the  specific  economic  policy  areas  that  received  attention  in 
2013  were:  housing  policies;  health  care  cost  growth  and  the  Affordable  Care 
Act;  individual  and  corporate  taxation;  college  affordability  and  ratings; 
regional  development;  the  economic  cost  of  carbon  pollution;  renewable  fuel 
standards;  energy  policy;  intellectual  property  and  innovation;  infrastruc¬ 
ture  investment;  regulatory  measures;  trade  policies;  poverty  and  income 
inequality;  unemployment  insurance  and  the  minimum  wage;  labor  force 
participation;  job  training;  and  foreign  direct  investment.  The  Council 
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also  worked  on  several  issues  related  to  the  quality  of  the  data  available  for 
assessing  economic  conditions. 

The  Council  prepares  for  the  President,  the  Vice  President,  and  the 
White  House  senior  staff  a  daily  economic  briefing  memo  analyzing  current 
economic  developments  and  almost-daily  memos  on  key  economic  data 
releases.  Chairman  Furman  also  presents  a  monthly  briefing  on  the  state 
of  the  economy  and  the  Council’s  energy  analysis  to  senior  White  House 
officials. 

The  Council,  the  Department  of  Treasury,  and  the  Office  of 
Management  and  Budget — the  Administration’s  economic  “troika” — 
are  responsible  for  producing  the  economic  forecasts  that  underlie  the 
Administration’s  budget  proposals.  The  Council  initiates  the  forecasting 
process  twice  each  year,  consulting  with  a  wide  variety  of  outside  sources, 
including  leading  private  sector  forecasters  and  other  government  agencies. 

'Fhe  Council  was  an  active  participant  in  the  trade  policy  process, 
participating  in  the  Trade  Policy  Staff  Committee  and  the  Trade  Policy 
Review  Group.  The  Council  provided  analysis  and  opinions  on  a  range  of 
trade-related  issues  involving  the  enforcement  of  existing  trade  agreements, 
reviews  of  current  U.S.  trade  policies,  and  consideration  of  future  poli¬ 
cies.  The  Council  also  participated  on  the  Trade  Promotion  Coordinating 
Committee,  helping  to  examine  the  ways  in  which  exports  may  support 
economic  growth  in  the  years  to  come.  In  the  area  of  investment  and  secu¬ 
rity,  the  Council  participated  on  the  Committee  on  Foreign  Investment  in 
the  United  States  (CFTUS),  reviewing  individual  cases  before  the  committee. 

The  Council  is  a  leading  participant  in  the  Organisation  for  Economic 
Co-operation  and  Development  (OECD),  an  important  forum  for  economic 
cooperation  among  high-income  industrial  economies.  The  Council  coor¬ 
dinated  and  oversaw  the  OECD’s  review  of  the  U.S.  economy.  Chairman 
Furman  is  chairman  of  the  OECD’s  Economic  Policy  Committee,  and 
Council  Members  and  staff  participate  actively  in  working-party  meetings 
on  macroeconomic  policy  and  coordination  and  contribute  to  the  OECD’s 
research  agenda. 

The  Council  issued  a  wide  range  of  reports  in  2013  and  early  2014. 
In  June,  the  Council  released  a  report  assessing  the  economic  benefits  of 
reforming  US’s  “broken  immigration  system.”  In  October,  the  Council 
released  a  report  analyzing  the  negative  impact  that  the  government  shut¬ 
down  and  debt  limit  brinksmanship  had  on  the  economy.  Also  in  October, 
the  Council  released  a  report  describing  why  the  US  provides  such  an  attrac¬ 
tive  investment  climate  for  firms  across  the  globe  and  how  this  is  beneficial 
to  the  US.  In  November,  the  Council  released  a  report  analyzing  the  recent 
health  care  cost  trends  in  addition  to  the  contributions  the  Affordable  Care 
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Act  has  had  on  reducing  health  care  cost  growth.  In  December,  the  Council 
worked  with  the  Department  of  Labor  to  study  the  benefits  of  extending 
unemployment  insurance.  In  January  2014,  the  Council  released  a  progress 
report  on  the  “War  on  Poverty”  that  Lyndon  B.  Johnson  declared  50  years 
prior.  In  February  2014,  the  Council  transmitted  the  final  report  on  the 
fifth  Anniversary  of  the  Recovery  Act  to  Congress.  All  of  the  aforemen¬ 
tioned  reports  can  be  found  on  the  Council’s  website,  and  some  of  them  are 
incorporated  into  this  annual  report  as  well,  (http://www.whitehouse.gov/ 
administration/eop/cea/factsheets-reports.) 

The  Council  continued  its  efforts  to  improve  the  public’s  under¬ 
standing  of  economic  developments  and  of  the  Administration’s  economic 
policies  through  briefings  with  the  economic  and  financial  press,  speeches, 
discussions  with  outside  economists,  and  regular  updates  on  major  data 
releases  and  postings  of  CEA’s  Reports  on  the  White  House  and  CEA  blogs. 
The  Chairman  and  Members  also  regularly  met  to  exchange  views  on  the 
eccnomy  with  the  Chairman  and  Members  of  the  Board  of  Governors  of  the 
Federal  Resen'e  System. 

Public  Information 

The  Council’s  annual  Economic  Report  of  the  President  is  an  impor¬ 
tant  vehicle  for  presenting  the  Administration’s  domestic  and  international 
economic  policies.  It  is  available  for  purchase  through  the  Government 
Printing  Office,  and  is  viewable  on  the  Internet  at  www.gpo.gov/erp. 

The  Council  frequently  prepared  reports  and  blog  posts  in  2013,  and 
the  Chairman  and  Members  gave  numerous  public  speeches.  The  reports, 
posts  and  texts  of  speeches  are  available  at  the  Council’s  website,  wvw. 
whitehouse.gov/cea.  Finally,  the  Council  published  the  monthly  Economic 
Indicators,  which  is  available  online  at  wvw.gpo.gov/economicindicators. 

The  Staff  of  the  Council  of  Economic  Advisers 

The  staff  of  the  Council  consists  of  the  senior  staff,  senior  economists, 
economists,  staff  economists,  research  economists,  a  research  assistant,  and 
the  administrative  and  support  staff.  The  staff  at  the  end  of  2013  was: 

Senior  Staff 

Jessica  Schumer . Chief  of  Staff 

Steven  N.  Braun . Director  of  Macroeconomic 

Forecasting 

Alexander  G.  Krulic . General  Counsel 
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Adrienne  Pilot . Director  of  Statistical  Office 

Archana  Snyder . Director  of  Finance  and 

Administration 


Senior  Economists 


David  J.  Balan . Industrial  Organization,  Technology, 

Health 

Marco  Cagetti . Macroeconomics 

Jane  K.  Dokko . Housing 

Matthew  Fiedler . Health 

Tracy  M.  Gordon . Tax,  Budget 

Douglas  Kruse . Labor,  Disability 

Jordan  D.  Matsudaira . Labor,  Education 

Cynthia  J.  Nickerson . Agriculture,  Environment,  Evaluation 

Ronald  J.  Shadbegian . Energy,  Environment 

Kenneth  A.  Swinnerton . International 


Staff  Economists 

. Labor,  Health  Housing 

. Labor,  Public  Finance, 

Macroeconomics 
. Labor,  Education 

Research  Economists 


Philip  K.  Lambrakos . Macroeconomics 

Cordaye  F.  Ogletree . Energy,  Environment  and 

International 

Krista  Ruffmi . Health 

Rudy  Telles  Jr . International,  Technology 

Research  Assistants 

Brendan  Mochoruk . Tax,  Budget 

Jenny  Shen . Energy,  Environment 

David  N.  Wasser . Labor,  Immigration,  Education 


Zachary  Y.  Brown 
John  Coglianese  . . 

Kevin  Rinz . 


Activities  of  the  Council  of  Economic  Advisers  During  2013  |  355 


Statistical  Office 

The  Statistical  Office  gathers,  administers,  and  produces  statistical 
information  for  the  Council.  Duties  include  preparing  the  statistical  appendix 
to  the  Economic  Report  of  the  President  and  the  monthly  publication  Economic 
Indicators.  The  staff  also  creates  background  materials  for  economic  analysis 
and  verifies  statistical  content  in  Presidential  memoranda.  The  Office  ser\'es 
as  the  Council’s  liaison  to  the  statistical  community. 

Brian  A.  Amorosi  . Statistical  Analyst 

Wenfan  Chen . Economic  Statistician 

Office  of  the  Chairman  and  Members 

Andrea  Taverna . Special  Assistant  to  the  Chairman 

Natasha  Lawrence . Special  Assistant  to  the  Members 

Matthew  L.  Aks . Special  Assistant  to  the  Chairman 

and  Research  Economist 

Administrative  Office 

fhe  Administrative  Office  provides  general  support  for  the  Council’s 
activities.  This  includes  financial  management,  human  resource  manage¬ 
ment,  travel,  operations  of  facilities,  security,  information  technology,  and 
telecommunications  management  support. 


Doris  T.  Searles . Administrative  and  Information 

Management  Specialist 

Anna  Y.  Lee . Financial  Systems  Analyst 


Interns 

Student  interns  provide  invaluable  help  with  research  projects,  day-to- 
day  operations,  and  fact-checking.  Interns  during  the  year  were:  Katherine 
Allsop,  Brian  Bendett,  Rachel  Burdick,  Katherine  Carpenter,  Benjamin  Clark, 
Brian  Collopy,  Christopher  Gum,  Thomas  Fiedin,  Ashwin  Kambhampati, 
Michael  Kennedy,  Samsun  Knight,  Katelyn  Lamson,  Catherine  Mahoney, 
Brennan  Mange,  David  McCarthy,  Elliot  Melaney,  J  Mintzmyer,  Ivan 
Mogensen,  Benjamin  Murray,  Andrew  Olenski,  Sarah  Orzell,  Patrick 
Rooney,  Chase  Ross,  Michelle  Saipe,  Julian  Sarafm,  Leah  Soffer,  Courtney 
Spetko,  Benjamin  Sprung-Keyser,  Mattie  Toma,  Kate  Tomlinson,  William 
Weber,  Katherine  Wen,  Kayla  Wilding,  and  Andrew  Winslow. 
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Departures  in  2013 


In  August,  David  P.  Vandivier  left  his  position  as  Chief  of  Staff. 

The  senior  economists  who  resigned  in  2013  (with  the  institutions 
to  which  they  returned  after  leaving  the  Council  in  parentheses)  were: 
Bevin  Ashenmiller  (Occidental  University),  Benjamin  H.  Harris  (Brookings 
Institution),  Susan  Helper  (Case  Western  University),  Justin  Joffrion 
(U.S.  Air  Force  Academy),  Chinhui  Juhn  (University  of  Houston),  Paul 
Lengermann  (Federal  Reserve  Board),  Emily  Y.  Lin  (U.S.  Department  of 
the  Treasuiy),  Rodney  D.  Ludema  (Georgetown  University),  James  M. 
Williamson  (U.S.  Department  of  Agriculture),  and  Wesley  Yin  (UCLA). 

The  economists  who  departed  in  2013  were  David  Cho  (Princeton 
University)  and  Judd  N.L.  Cramer  (Princeton  University).  David  seiwed  the 
CEA  for  more  than  two  years  and  was  a  recipient  of  the  Robert  M.  Solow 
Award  for  Distinguished  Service. 

The  staff  economists  who  departed  in  2013  were  Nicholas  Li,  Ben 
Meiselman,  Nicholas  Tilipman,  Lee  Tucker,  and  Jeffrey  Y.  Zhang. 

'I’he  research  economists  who  departed  in  2013  were  Carys 
Golesworthy,  Dina  Grossman,  and  Spencer  Smith. 

Petra  S.  Starke  resigned  from  her  position  as  General  Counsel. 
Michael  Bourgeois  resigned  from  his  position  as  Special  Assistant  to  the 
Chairman.  Emily  C.  Berret  resigned  from  her  position  as  Special  Assistant 
to  the  Members.  Sarah  A.  Murray  resigned  from  her  position  as  Economic 
Statistician.  Thomas  F.  Hunt  resigned  from  his  position  as  Staff  Assistant. 
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General  Notes 


Detail  in  these  tables  may  not  add  to  totals  due  to  rounding. 

Unless  otherwise  noted,  all  dollar  figures  are  in  current  dollars. 

Because  of  the  formula  used  for  calculating  real  gross  domestic  product 
(GDP),  the  chained  (2009)  dollar  estimates  for  the  detailed  components  do 
not  add  to  the  chained-dollar  value  of  GDP  or  to  any  intermediate  aggregate. 
The  Department  of  Commerce  (Bureau  of  Economic  Analysis)  no  longer 
publishes  chained-dollar  estimates  prior  to  1999,  except  for  selected  series. 

Symbols  used: 

P  Preliminar)'. 

...  Not  available  (also,  not  applicable). 

Data  in  these  tables  reflect  revisions  made  by  source  agencies  through 
Februaiy  28,  2014.  In  particular,  tables  containing  national  income  and 
product  accounts  (NIPA)  estimates  reflect  revisions  released  by  the 
Department  of  Commerce  in  July  2013  and  tables  containing  estimates  from 
the  current  employment  statistics  (CES)  suiA^ey  reflect  revisions  released  by 
the  Department  of  Labor  in  February  2014. 

Excel  versions  of  these  tables  are  available  at  www.gpo.gov/erp. 


Notes  on  Streamlining 

With  extensive  economic  data  now  available  online,  the  2014  statistical 
appendix  has  been  streamlined.  Tables  that  have  been  retained  (some  in 
modified  form)  are  listed  on  the  following  page,  matched  to  their  2013  table 
numbers. 

Data  presented  in  the  past  remain  available  to  the  public  through  their 
source  agencies.  For  each  table  in  last  year’s  statistical  appendix,  the  Sources 
section  starting  on  page  397  lists  source  agency  (or  agencies),  website,  and 
data  program  for  the  data  featured,  along  with  selected  contact  information. 
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2013 

-to-2014  table  number  MATCH 

2013 

2014 

Title 

B-1 

B-2 

Gross  domestic  product 

B-2 

B-2 

Real  gross  domestic  product 

B-3 

B-3 

Quantity  and  price  indexes  for  gross  domestic  product 

B-4 

B-1 

Percent  changes  in  real  gross  domestic  product 

B-25 

B-5 

Real  exports  and  imports  of  goods  and  services 

B-33 

B-9 

Median  money  income  and  poverty  status  of  families  and 
people,  by  race 

B-35 

B-11 

Civilian  population  and  labor  force 

B-42 

B-12 

Civilian  unemployment  rate 

B-44 

B-13 

Unemployment  by  duration  and  reason 

B-46 

B-14 

Employees  on  nonagricultural  payrolls  by  major  industry 

B-47 

B-15 

Hours  and  earnings  in  private  nonagricultural  industries 

B-49 

B-16 

Productivity  and  related  data,  business  and  nonfarm 
business  sectors 

B-56 

B-8 

New  private  housing  units  started,  authorized,  and 
completed  and  houses  sold 

B-60 

B-10 

Consumer  price  indexes  for  major  expenditure  classes 

B-63 

B-10 

Changes  in  special  consumer  price  indexes 

B-69 

B-18 

Money  stock  and  debt  measures 

B-73 

B-17 

Bond  yields  and  interest  rates 

B-78 

B-19 

Federal  receipts,  outlays,  surplus  or  deficit,  and  debt 

B-79 

B-20 

Federal  receipts,  oudays,  surplus  or  deficit,  and  debt,  as 
percent  of  GDP 

B-80 

B-21 

Federal  receipts  and  outlays,  by  major  category,  and 
surplus  or  deficit 

B-81 

B-22 

Federal  receipts,  outlays,  surplus  or  deficit,  and  debt 

B-82 

B-23 

Federal  and  State  and  local  government  current  receipts 
and  expenditures 

B-86 

B-24 

State  and  local  government  revenues  and  expenditures 

B-87 

B-25 

U.S.  Treasury  securities  outstanding  by  kind  of  obligation 

B-89 

B-26 

Estimated  ownership  of  U.S.  Treasury  securities 

B-91 

B-6 

Corporate  profits  by  industry  « 

B-97 

B-7 

Real  farm  income 

B-112 

B-4 

Growth  rates  in  real  gross  domestic  product,  by  area  and 
country 
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Historical  data  may  be  subject  to  revision,  so  source  agencies  should  be 
consulted  for  data  no  longer  shown  on  these  pages.  Early  data  that  remain 
static  and  are  not  available  on  a  source  agency  website,  however,  may  be 
found  in  previous  issues  of  the  Economic  Report  of  the  President  at  www.gpo. 
gov/erp  and  fraser.stlouisfed. org. 

Statistical  agencies  and  data  aggregators  also  offer  tools  allowing  users  to 
download,  graph,  map,  and  program  data  themselves.  The  Federal  Reserve 
Bank  of  St.  Louis,  a  notable  aggregator  of  economic  data,  features  an  online 
database  at  its  Federal  ReserA^e  Economic  Data  (FRED)  site  comprising 
more  than  154,000  economic  time  series  from  59  national,  international, 
public,  and  private  data  sources.  In  addition  to  mobile  apps  and  other  data 
tools,  FRED  provides  application  programming  interfaces  (APIs)  to  allow 
developers  to  create  applications  or  programs  that  directly  utilize  its  website 
content.  For  more  information,  see  www.research.stlouisfed.org/fred2. 


General  Notes  |  365 


GDP,  Income,  Prices,  and  Selected  Indicators 

Table  B-1.  Percent  changes  in  real  gross  domestic  product,  1965-2013 
(Percent  change  from  preceding  period;  quarterly  data  at  seasonally  adjusted  annual  rates] 


'■  ^^^^SpendturS""*''  I  Gross  private  domestic  investment 


Yea'  or  quarter 

Gross 

domestic 

product 

Total 

Goods 

Services 

Total 

Fixed  investment 

Change 

in 

private 

inven¬ 

tories 

Total 

Nonresidential 

Resi¬ 

dential 

Total 

Struc¬ 

tures 

Equip¬ 

ment 

Intel¬ 

lectual 

Property 

Products 

1965  . 

6,5 

7.1 

5.5 

13.8 

10.4 

16.7 

15.9 

18.2 

127 

-2.6 

1966 

6,6 

5.7 

6.3 

4.9 

9.0 

6.2 

12.3 

6.8 

15.5 

1^ 

-8.4 

1967 

2.7 

3.0 

2.0 

4.1 

-3.5 

-.9 

-.3 

-2.5 

-1.0 

n, 

-2,6 

1963 

4.9 

6,2 

53 

6.0 

7.0 

1.4 

6.1 

7.5 

13.5 

1969 

3.1 

3.7 

3.1 

44 

5.6 

5.9 

7,0 

5.4 

8.3 

5.4 

3.1 

1970 

,2 

2,4 

.8 

3.9 

-6.1 

-2.1 

-.9 

.3 

-1.8 

-.1 

-5.2 

1971 

3.8 

4.2 

30j 

10.3 

6.9 

.0 

-1.6 

.8 

.4 

2^ 

1972 

5.2 

6.1 

6.5 

57 

11.3 

11.4 

8.7 

3.1 

12,7 

7.0 

17.4 

1973 

5.6 

50 

5.2 

4.7 

10.9 

8,6 

13.2 

8,2 

18.5 

-.6 

1974 

-.5 

-.8 

-3.6 

1.9 

-6.6 

-5.6 

.8 

-2.2 

2.1 

29 

-19.6 

1975 

-.2 

2.3 

.7 

3.8 

-16.2 

-9.8 

-10.5 

-10.5 

.9 

-12.1 

1976 

5.4 

5.6 

7.0 

43 

19.1 

9.8 

5.7 

24 

6.1 

10.9 

22.1 

1977 

46j 

4,2 

4.3 

4.1 

14.3 

13.6 

10.8 

4,1 

15.5 

60, 

20.5 

1978 

5.6 

4.4 

4.1 

4.6 

11.6 

11.6 

138 

14.4 

15.1 

7.1 

6.7 

1979 

3.2 

2.4 

1.6 

3.1 

3.5 

5.8 

10.0 

12.7 

8,2 

11.7 

-3,7 

1980 

-.2 

-.3 

-2.5 

1.6 

-10.1 

-5.9 

.0 

59 

-4.4 

5.0 

-2001 

1981 

26 

1.5 

1.2 

1.7 

8.8 

2.7 

6.1 

8.0 

3.7 

10.9 

-8.2 

1982 

-1.9 

1.4 

,7 

20j 

-13.0 

-6.7 

-3.6 

-1.6 

-7.6 

6.2 

-18.1 

. 

1983 

46 

5.7 

6.4 

52 

9.3 

7.5 

-.4 

-10.8 

4.6 

7.9 

42.0 

1934 

7.3 

5.3 

7.2 

39 

27.3 

16.2 

16^ 

13.9 

19.4 

13^ 

14.8 

1985 

42 

5.3 

63 

5.3 

-.1 

5,5 

6.6 

7.1 

5,5 

9.0 

2.3 

1985 

3.5 

4.2 

5.6 

3.2 

.2 

1.8 

-1.7 

-11.0 

1.1 

7.0 

12.4 

1987 

3.5 

3.4 

1.8 

45 

28 

.6 

.1 

-2.9 

.4 

3.9 

2.0 

1983 

4.2 

4,2 

3,7 

4.5 

2.5 

3.3 

5.0 

.7 

6.6 

7.1 

-.9 

1989 

3,7 

2.9 

2,5 

3.2 

4.0 

3.2 

5,7 

2,0 

5.3 

11.7 

-32 

1993 

1.9 

2,1 

.6 

3.0 

-2,6 

-1.4 

1.1 

1.5 

-2.1 

84 

-8,5 

1991 

-.1 

.2 

-2.0 

1.6 

-6.6 

-5.1 

-3.9 

-11.1 

-4.6 

6.4 

-8.9 

1992 

3.6 

3.7 

3.2 

4,0 

7.3 

5.5 

2.9 

-6.0 

5.9 

6.0 

13.8 

1993 

2,7 

3,5 

4.2 

3.1 

8.0 

7.7 

7.5 

-.3 

12.7 

4.2 

8,2 

1934 

4.0 

3.9 

5.3 

3.1 

11.9 

82 

7.9 

1.8 

12.3 

40 

9.0 

1995 

27 

3.0 

3.0 

3.0 

3.2 

6.1 

9.7 

6.4 

12,1 

7.3 

-3  4 

1996 

3.8 

3.5 

4.5 

29 

8.8 

8.9 

9.1 

5.7 

9.5 

11.3 

8.2 

1997  . 

45 

3.8 

4.8 

3.2 

11.4 

8.6 

10.8 

7.3 

11.1 

13,0 

2.4 

1993  . 

4.4 

53 

6.7 

4.6 

9.5 

10.2 

10,8 

5,1 

13.1 

10.8 

8.6 

1999 

48 

55 

79 

4  1 

84 

88 

97 

.1 

125 

12.4 

6.3 

2000 .. 

4.1 

51 

5.2 

5.0 

6.5 

6.9 

9.1 

7,8 

9.7 

8.9 

.7 

2001  .. 

1.0 

2.6 

3.0 

2.2 

-6.1 

-1.6 

-24 

-1.5 

-4.3 

,5 

.9 

2002 .. 

1.8 

2.5 

3.9 

1.8 

-.6 

-3,5 

-6  9 

-17.7 

-5.4 

-.5 

6.1 

2003  . 

2.8 

3.1 

4.8 

22 

41 

4.0 

1.9 

-3.9 

3.2 

3,8 

9.1 

2004  . 

3.8 

3.8 

5.1 

3.2 

8,8 

6,7 

5.2 

-.4 

7.7 

5.1 

10.0 

2005  . 

3.4 

3.5 

4.1 

3,2 

6,4 

6.8 

7.0 

1.7 

9.6 

65 

6,6 

2006  . 

27 

3.0 

3.6 

27 

2.1 

2.0 

7.1 

7.2 

8.6 

45 

-7.6 

2007  . 

1.8 

22 

2.7 

20 

-3.1 

-2.0 

5.9 

12.7 

3.2 

48 

-18.8 

2008  . 

-.3 

-.4 

-2.5 

.8 

-9.4 

-6.8 

-.7 

61 

-6.9 

3.0 

-24.0 

2009  . 

-28 

-1.6 

-3,0 

-.8 

-21.6 

-16.7 

-15,6 

-18.9 

-22.9 

-1.4 

-21.2 

2010. 

25 

2.0 

3.4 

1.2 

12.9 

1.5 

2.5 

-16.4 

15.9 

1.9 

-2.5 

2011 .. 

1.8 

2,5 

3.4 

2,1 

4.9 

6.2 

7.6 

2.1 

12.7 

4,4 

.5 

2012.. 

2.8 

2.2 

3.3 

1.6 

9.5 

8.3 

7.3 

12.7 

7.6 

3.4 

12.9 

2013  P 

1.9 

2.0 

3.6 

1.1 

5.5 

45 

2.8 

1.4 

3.1 

3.4 

12.1 

2010.  1 . 

1.6 

2.1 

4.0 

1.2 

13.6 

.8 

4.2 

-25.0 

31.2 

-1,6 

-12.2 

i| 

39 

33 

52 

24 

223 

136 

11.4 

11.8 

23.3 

-20 

23.2 

III 

28 

28 

38 

22 

13.7 

-.4 

8.3 

-5.8 

180 

6,1 

-30.7 

IV 

28 

43 

76 

26 

-3.5 

85 

8.6 

7.7 

11.8 

5,0 

7.9 

201V  1 

-1  3 

2  1 

27 

1  8 

-7  5 

-.5 

-.9 

-29.8 

12.0 

3.7 

1.7 

II 

3.2 

1.5 

.2 

21 

14.2 

8,6 

9.9 

33.7 

4.3 

4.9 

2.7 

III . 

1.4 

2,1 

1.2 

25 

2.5 

14.8 

16,7 

28.4 

20.3 

5,3 

6.1 

IV . 

4.9 

24 

5.0 

1.1 

31.9 

10.0 

9.5 

14,4 

10,2 

5,5 

12.2 

2012:  1 

3.7 

2.9 

4,6 

21 

10.5 

8.6 

5,8 

7.0 

8.3 

1.3 

23,0 

II 

1.2 

1.9 

2.2 

1.7 

-1.6 

4.7 

4,5 

6,9 

5.3 

1.8 

5.7 

. 

III . 

28 

1.7 

3.7 

.7 

6.5 

2,7 

.3 

5.9 

-3.9 

28 

14.1 

. 

IV . 

.1 

1.7 

3.7 

.6 

-2.4 

11.6 

9.8 

17.6 

8.9 

5.7 

19.8 

2013  1 

1.1  1  2.3 

3.7 

1.5 

4.7 

-1.5 

-4.6 

-25.7 

1.6 

3.7 

12.5 

II 

2.5 

1.8 

3.1 

1.2 

9.2 

6,5 

47 

17.6 

3.3 

-1.5 

14.2 

III 

41 

20 

45 

7 

17  2 

5,9 

4.8 

13.4 

2 

5,8 

10.3 

IV4 . 

24 

2.6 

3.2 

2,2 

_ 

3.8 

7.3 

.2 

10.6 

8.0 

-8.7 

. 

See  next  page  for  continuation  of  table. 
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Table  B-1.  Percent  changes  in  real  gross  domestic  product,  1965-2013 — Continued 


[Percent  change  from  preceding  period:  quarterly  data  at  seasonally  adjusted  annual  rates) 


Year  or  quarter 

Net  exports  of 
goods  and  services 

Government  consumption  expenditures 
and  gross  investment 

Final 
sales  of 
domestic 
product 

Gross 

domestic 

pur- 

chases ' 

Gross 
domestic 
income  ^ 

Gross 
national 
product  T 

Net 

exports 

Exports 

Imports 

Total 

Federal 

State 

and 

local 

Total 

National 

defense 

Non¬ 

defense 

1965  . 

28 

106 

32 

08 

-1  3 

79 

66 

59 

69* 

64 

65 

1965. 

69 

149 

87 

107 

129 

36 

62 

6  1 

69 

60 

65 

1967  . 

2.3 

7.3 

7.9 

10.1 

12.5 

1.9 

5.0 

3.3 

3.0 

3.0 

2.7 

1958  . 

7.8 

14.9 

3.4 

1.5 

1.6 

1,3 

6.0 

5.1 

5.2 

5.0 

4,9 

1969  . 

4.8 

6.7 

,2 

-2.4 

-4.1 

3.9 

3.5 

3.2 

3.2 

3.3 

3,1 

1970  . 

10.8 

4.3 

-2.0 

-6.1 

-8.2 

1.0 

29 

.9 

-.1 

-.1 

.2 

1971 . 

1.7 

5.3 

-1.8 

-6.4 

-10.2 

5.6 

3.1 

2.7 

3.5 

3.0 

3.3 

1972  . 

7.5 

11.2 

-.5 

-3.1 

-6.9 

7.2 

22 

yj 

5.6 

5.5 

6.3 

1973  . 

18.9 

4.6 

-.3 

-3,6 

-5.1 

.2 

2.8 

5.2 

4,8 

5.8 

5.9 

1974  . 

7.9 

-2.3 

2.3 

.7 

-1.0 

4.6 

37 

-.3 

-1.2 

-.6 

-.4 

1975  . 

-.6 

-11.1 

2.2 

.5 

-1.0 

3.9 

3.6 

1.0 

-1.1 

-.5 

-.4 

1976  . 

4.4 

19.6 

.6 

.2 

-.5 

1.6 

.8 

4,0 

6.5 

5.1 

5.6 

1977  . 

2,4 

10.9 

1.2 

2.2 

1.0 

4.7 

.4 

4.4 

5.3 

4,8 

4.7 

1978  . 

10.6 

8.7 

29 

2.5 

.8 

6.0 

3.3 

5.5 

5,5 

5.5 

5.5 

1979  . 

9.9 

1.7 

1,9 

2.3 

2.7 

1.7 

1.5 

3,6 

2.5 

2.4 

3.5 

1980 . 

10.8 

-6.6 

1.9 

4,4 

3.9 

5.4 

-.2 

.6 

-1.9 

-.1 

-.3 

1981 . 

1.2 

2,6 

1.0 

4.5 

6.2 

1.0 

-20 

1.5 

2,7 

3.0 

2.4 

1982  . 

-7.6 

-1.3 

1.8 

3.7 

7.2 

-3.6 

.1 

-.6 

-1.3 

-1.0 

-1.8 

1983  . 

-2,6 

12.6 

3.8 

6.5 

7.3 

4.7 

1.3 

4.3 

5,9 

3.3 

4.6 

1984  . 

. 

8.2 

24.3 

3.6 

3.3 

5.2 

-1,4 

3.8 

5.4 

8.7 

7.8 

7.1 

1985  . 

3.3 

6,5 

6.8 

7.9 

8.8 

5.7 

5.7 

5.4 

4.5 

4,0 

3.9 

1985  . 

7.7 

8.5 

6.4 

5.9 

6,9 

3,1 

5.0 

3.8 

3.7 

3.0 

3.3 

1987  . 

10,9 

5,9 

3,0 

3.8 

5.1 

.2 

2.2 

3.1 

3.2 

4,3 

3,4 

1983  . 

16.2 

3.9 

1.3 

-1.3 

-.2 

-4.3 

3.9 

4,4 

3.3 

5.1 

4.3 

1989  . 

11.6 

4.4 

2.9 

1.7 

-.2 

7.2 

4,0 

3.5 

3.1 

2.5 

3.7 

1990  . 

8.8 

3.6 

3.2 

2.1 

3 

7.3 

4.1 

2.1 

1.5 

1.5 

2.0 

1991 . 

6.6 

-.1 

1,2 

.0 

-1.0 

2.4 

22 

.2 

-.7 

.0 

-.2 

1992  . 

. 

6.9 

7.0 

.5 

-1.5 

-4.5 

5.9 

21 

3.3 

3.6 

3.3 

3.5 

1993  . 

3.3 

8.6 

-.8 

-3.5 

-5.1 

.0 

1.2 

2.7 

3.3 

2.2 

2.7 

1994  . 

8.8 

11.9 

.1 

-3.5 

-4.9 

-.8 

28 

3.4 

44 

44 

3.9 

1995  . 

10.3 

8.0 

.5 

-2.6 

-4.0 

.0 

27 

3.2 

2,6 

3.4 

2,8 

19K . 

8.2 

8.7 

1.0 

-1.2 

-1.6 

-.5 

24 

3.8 

39 

4.3 

3.8 

1997  . 

11.9 

13.5 

1.9 

-.8 

-2.7 

2,8 

3,6 

4,0 

4.7 

5.1 

4.4 

1998  . 

2.3 

11.7 

2.1 

-.9 

-2.1 

1.3 

38 

4,5 

5,5 

5.3 

4.4 

1999  . 

4.6 

11.4 

3.4 

2.0 

1.5 

2.7 

4,2 

4.9 

5,7 

4.5 

4.9 

2000  . 

8.4 

12.8 

1.9 

.3 

-.9 

2.3 

2,8 

4.2 

4.8 

4.7 

4.2 

2001  . 

-5,7 

-2,9 

3,8 

3.9 

3.5 

4.7 

3.7 

1,9 

1.1 

1.1 

1.1 

2002  . 

-1.9 

3,4 

4,4 

7.2 

7.0 

7,4 

2.9 

1,2 

2.3 

1.4 

1.7 

2003  . 

1.6 

4.3 

2.2 

6.8 

8.5 

4.1 

-.4 

2,8 

3.1 

22, 

2.9 

2004  . 

9,4 

11.0 

1.6 

4,5 

6.0 

2,0 

-.1 

3.4 

4.2 

3.7 

3.9 

2005  . 

6.0 

6.1 

.6 

1.7 

20 

1.3 

.0 

3.4 

3.5 

3.6 

3,3 

2005  . 

8.9 

61 

1.5 

2.5 

2.0 

3.5 

.9 

2.6 

2.6 

4,0 

2,4 

2007  . 

8.9 

2.3 

1.6 

1.7 

2.5 

.3 

1.5 

2.0 

1.1 

.1 

2.2 

2003  . 

5.7 

-2.6 

2.8 

6.8 

7.5 

5.5 

,3 

.2 

-1.3 

-.8 

.0 

2009  . 

-9.1 

-13.7 

3.2 

5.7 

5.4 

6,2 

1,6 

-2,0 

-3.8 

-2.6 

-3.0 

2010 . 

11.5 

12.8 

.1 

4.4 

3.2 

6.4 

-2  7 

1.0 

2.9 

2.7 

2.8 

2011 . 

7.1 

4.9 

-3,2 

-2.6 

-2.3 

-3.0 

-3.6 

2.0 

1.7 

2.5 

2.1 

2012 . 

3.5 

2,2 

-1.0 

-1.4 

-3.2 

1.8 

-.7 

2.6 

2.6 

2.5 

2.7 

2013r . 

2.7 

1,4 

-2.3 

-5.2 

-7.0 

-1.9 

-.2 

1.7 

1.7 

2010.  1 . 

6.4 

11.9 

-2,9 

3.8 

-1.8 

148 

-7.1 

,0 

2.5 

.5 

1.7 

II . 

9.5 

20.2 

2.9 

8.5 

6.4 

12.3 

-.8 

2,8 

5.5 

2.8 

3.9 

Ill . 

10.9 

14,5 

-.3 

3.7 

7.6 

-2,8 

-3.1 

.9 

35 

5.2 

2.6 

IV . 

12.4 

.9 

-4.1 

-2  7 

-35 

-1  2 

-50 

45 

14 

1  6 

32 

2011:  1 . 

3,8 

2.8 

-7.5 

-10  6 

-142 

-35 

-54 

-3 

-1  3 

20 

-5 

II . 

49 

7 

-1  3 

1  8 

68 

-65 

-34 

24 

26 

23 

31 

Ill . 

7.0 

4.9 

-2.5 

-3.4 

24 

-13.1 

-1.9 

3.0 

1.2 

22 

1,9 

IV . 

2.7 

5.9 

-1.5 

-31 

-10.2 

11.3 

-.4 

2.1 

5.3 

2,6 

4.8 

2012:  1 

4.2 

.7 

-1.4 

-2.5 

-6.7 

5.4 

-.6 

3.4 

3.1 

54 

3.0 

II 

3.8 

2.5 

.3 

-.2 

-1.0 

1.2 

.6 

2.2 

1.1 

-.6 

1.4 

III . 

.4 

.5 

3.5 

8,9 

12.5 

2,8 

-.2 

22 

2.7 

.9 

2.4 

IV . 

1.1 

-3.1 

-6.5 

-13.9 

-21.6 

1.0 

-1.0 

2,2 

-.5 

4,9 

.3 

2013.  1 

-1.3 

.6 

-4.2 

-8.4 

-11.2 

-3.6 

-1.3 

.2 

1.4 

2.4 

.6 

t| 

8.0 

6.9 

-.4 

-1.6 

-.6 

-3.1 

,4 

2,1 

2.5 

3,2 

2,7 

III . 

3,9 

24 

.4 

-1.5 

-.5 

-3.1 

1.7 

25 

3.9 

1.8 

44 

IVh . 

9.4 

1.5 

-5.6 

-12.8 

-144 

-10.1 

-.5 

23 

1.4 

■  Grass  domestic  product  IGDPi  less  exports  of  goods  and  services  plus  imports  of  goods  and  services, 

2  Gross  domestic  income  is  deflated  by  the  implicit  price  deflator  for  GDP. 

3  GDP  plus  net  income  receipts  from  rest  of  the  world. 

Note:  Percent  changes  based  on  unrounded  GDP  quantity  indexes. 

Source:  Department  of  Commerce  IBureau  of  Economic  Analysis). 
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Table  B-2.  Gross  domestic  product,  1999-2013 
IQuarterly  data  at  seasonally  adjusted  annual  rates) 


Year  or  quarter 

Gross 

domestic 

product 

Personal  consumption 
expenditures 

Gross  private  domestic  investment 

Total 

Goods 

Serx'ices 

Total 

fixed  investment 

Change 

in 

private 

inven¬ 

tories 

Total 

Nonresidential 

8esi- 

dential 

Total 

Struc¬ 

tures 

Equip¬ 

ment 

_ 1 

Intel¬ 

lectual 

Property 

Products 

Billions  of  dollars 

1999  . 

9,665.7 

6,316.9 

2,286.8 

4,030.1 

1,884.2 

1,623.4 

1,361.6 

283,9 

713.6 

364.0 

461.8 

60.8 

2ora . 

10,289.7 

6,801.6 

2,452.9 

4,348.8 

2,033.8 

1,979.2 

1,493.8 

318.1 

766.1 

409.5 

485.4 

54.5 

2001  . 

10,625.3 

7,106,9 

2.525.2 

4,581.6 

1,928.6 

1,966.9 

1,453.9 

329.7 

711.5 

412.6 

513.0 

-33.3 

2002  . 

10,930.2 

7,385,3 

2,598.6 

4,786.7 

1,925,0 

1,906.5 

1,348,9 

282  9 

659.6 

406.4 

557.6 

18.5 

2003 

11,5122 

7,764  4 

2,721.6 

5,042.8 

2,027.9 

2,008.7 

1,371.7 

281.8 

669.0 

420.9 

636.9 

19.3 

2004 

12,277.0 

8,257.8 

2,900.3 

5,357.5 

2,276.7 

2,212.8 

1,463.1 

301.8 

719.2 

442.1 

749.7 

63.9 

2005 

13,0954 

8,790.3 

3,080.3 

5,710.1 

2.527.1 

2,467.5 

1,611.5 

345.6 

790.7 

475.1 

856.1 

59.6 

2006 

13,857.9 

9,297.5 

3,235.8 

6,061.7 

2,680,6 

2,613.7 

1,776.3 

415.6 

856.1 

504.6 

837.4 

67.0 

2007 

14,480,3 

9,744  4 

3,361.6 

6,382,9 

2,643,7 

2,609.3 

1,920.6 

496.9 

885.8 

537.9 

688.7 

34.5 

2003 

14,720.3 

10,005.5 

3,375.7 

6,629.8 

2,424.8 

2,456.8 

1,941.0 

552,4 

825.1 

563,4 

515.9 

-32,0 

2009 

14,417.9 

9,842,9 

3,198.4 

6,644,5 

1,878.1 

2,025.7 

1,633.4 

438.2 

644.3 

550.9 

392.2 

-147.6 

2010 

14,9583 

10,201.9 

3,362.8 

6,839.1 

2,100.8 

2,039.3 

1,658,2 

3620 

731.8 

564.3 

381.1 

61.5 

2011 

15,533.8 

10,711.8 

3,602.7 

7,109.1 

2,232.1 

2,195.6 

1,809.9 

380.6 

832.7 

596.6 

385.8 

364 

2012 . 

16,244.6 

11,1436 

3,769,7 

7,379.9 

2.475.2 

2,409.1 

1,970.0 

437.3 

KI7.6 

625.0 

439.2 

65.1 

2013r . 

16,797.5 

11,495.2 

3,886.6 

7,609.6 

2,673.7 

2,565.7 

2,049,0 

457.1 

939.4 

652.5 

5168 

107.9 

2010:  1 

14,672.5 

10,042.3 

3.304.9 

6,737.4 

1,989.5 

1,977,5 

1,594.4 

352,4 

682.7 

559,2 

383.1 

12.1 

II . 

14,879.2 

10.134.7 

3,325.6 

6,809.1 

2,092.7 

2,042.6 

1,641.8 

3645 

719.0 

558.3 

400.8 

50.1 

Ill . 

15049.8 

10,234.3 

3,362.4 

6,871.9 

2,164.6 

2.043.0 

1,677.4 

361,1 

751.2 

565.1 

3656 

121.5 

IV . 

15231.7 

10.395.3 

3,458.4 

6,937.9 

2,155.5 

2,094.1 

1,719.3 

370.1 

774.4 

574.8 

374.7 

62.4 

2011:  1 

15,242,9 

10,527.1 

3,532.2 

6,995.0 

2,120.4 

2,098.9 

1,721.8 

340.8 

798.0 

582.9 

377.1 

21.5 

II . 

15,461.9 

10,662.6 

3,588.2 

7,074.4 

2, 1^.9 

2,154.1 

1,773.1 

370.1 

809.9 

593.1 

381.0 

45.8 

Ill 

15,611.8 

10.778.6 

3,622.3 

7,156.3 

2,222.2 

2,235.7 

1,848.9 

397.5 

849.8 

601.6 

386.8 

-13.5 

IV . 

15,818.7 

10,878.9 

3,668.2 

7,210.7 

2,385.7 

2.293.8 

1,895.7 

413.9 

873.0 

608.8 

398  1 

91.9 

2012:  1 

16,041.6 

11,019.1 

3,729,3 

7,289.7 

2,453,6 

2,350.7 

1,932.3 

4220 

895.4 

614.9 

418.4 

102.9 

II 

16,160.4 

11,100.2 

3,738.4 

7.361.8 

2,454.0 

2,387,1 

1,961.4 

431.3 

907.9 

622,2 

425.7 

66.8 

III . 

16,3550 

11,193,6 

3,784.9 

7,408.7 

2,493,3 

2,411.7 

1,968.0 

438,3 

902.2 

627.5 

443.7 

81.6 

IV . 

16,420.3 

11,285.5 

3,826.1 

7.459,4 

2,499.9 

2,486.9 

2,018,2 

457.8 

925.0 

635.4 

4688 

13.0 

2013.  1 

16,5353 

11,379.2 

3,851.8 

7,527.4 

2,555.1 

2,491.7 

2,001.4 

429.1 

928.0 

644.3 

490.3 

63.4 

II 

16,661.0 

11,427.1 

3,848.5 

7,578.6 

2,621.0 

2,543.8 

2,030.6 

452.6 

934.6 

643.5 

513,2 

77.2 

III . 

16,9129 

11,537.7 

3.912.8 

7,624,8 

2,738.0 

2,593.2 

2.060.5 

470,7 

935,8 

654.1 

532  6 

144.8 

IV" . 

17,080.7 

11,640.7 

3,933.2 

7,707.6 

2,780.5 

2,634.2 

2,103.3 

475.9 

959.1 

668.2 

631.0 

146,3 

Billions  of  chained  (2009)  dollars 

1993  . 

12,071.4 

7.788.1 

2,450.9 

5,344.8 

2,231.4 

2,165.9 

1,510.1 

494.9 

652.4 

391.1 

633.8 

75.5 

2003  . 

12,565.2 

8.182.1 

2,588.3 

5,611.6 

2,375.5 

2,316,2 

1,647.7 

533.5 

726.9 

426.1 

637.9 

65.2 

2001  . 

12,684  4 

8,387.5 

2,666.6 

5,736.3 

2,231.4 

2,280.0 

1,608.4 

525.4 

695.7 

428.0 

643.7 

-45.2 

2002  . 

12,909,7 

8,600.4 

2,770.2 

5,840.0 

2,218.2 

2,201.1 

1,498.0 

432  5 

658.0 

425.9 

6827 

22.5 

2003 

13,270.0 

8,865.2 

2,904.5 

5,965.6 

2,308.7 

2,289.5 

1,526.1 

415.8 

679.0 

442.2 

744.5 

22.6 

2004 

13,7740 

9,205.6 

3,051,9 

6,154.1 

2,511.3 

2,443.9 

1,605.4 

414.1 

731.2 

454.9 

818.9 

71.4 

2005 

14,235.6 

9,527.8 

3,177.2 

6,349.4 

2,672.6 

2,611.0 

1,717.4 

421,2 

801.6 

495.0 

872.6 

64.3 

2006 

14,615.2 

9,814.9 

3,292.5 

6,519.8 

2,730,0 

2,652,5 

1,839.6 

451.5 

870.8 

517.5 

806.6 

71.6 

2007 

14,876.8 

10,035.5 

3,381.8 

6.650.4 

2,644.1 

2.609.6 

1,948,4 

509,0 

898,3 

542  4 

654.8 

35.5 

2003 

14,833.6 

9,993.2 

3,297.8 

6,700.6 

2,396.0 

2,4326 

1,934,4 

540.2 

836.1 

558.8 

497.7 

-33.7 

2009 

14,417.9 

9,842.9 

3.198.4 

6,644,5 

1,878.1 

2,025.7 

1,633.4 

438.2 

644.3 

550.9 

392.2 

-147.6 

2010 

14,779.4 

10,035.9 

3,308.7 

6,727.2 

2,120.4 

2,056,2 

1,673.8 

366.3 

746.7 

561.3 

3824 

58.2 

2011 

15,0524 

10,291.3 

3,419.9 

6,871.1 

2,224.6 

2,184,6 

1,800.5 

374,1 

841.7 

586.1 

3843 

33.6 

2012 

15,470.7 

10,517.6 

3,534.1 

6,982.7 

2,436.0 

2,365.3 

1,931.8 

421.6 

905.9 

605.8 

433.7 

57.6 

2013  P . 

15,759.0 

10,723.0 

3,660.1 

7,062.3 

2,569,6 

2.472.5 

1.986.3 

427.4 

934.2 

626,3 

436,4 

83.0 

2010,  1 . 

14,597.7 

9,915.4 

3,247.0 

6,668.3 

2,012.9 

1,997.9 

1,615.0 

359.7 

697.7 

557.6 

383.0 

9.8 

II . 

14,738,0 

9,995.3 

3,288.0 

6,707.2 

2,116.9 

2,062.8 

1,659,3 

369.8 

735.2 

554.7 

403.5 

48.8 

Ill . 

14,839.3 

10,063.7 

3,319.1 

6,744.6 

2,185.7 

2,050.8 

1,692.8 

364.4 

766.2 

563,0 

368.1 

116.2 

IV . 

14,942.4 

10,169.0 

3,380.5 

6,768.5 

2,166.1 

2,103.1 

1,728.1 

371.2 

787.8 

570.0 

375.1 

58,1 

2011:  1 . 

14,894.0 

10,221.3 

3.402.8 

6,818.2 

2,124.3 

2,100.7 

1,724.1 

339.8 

810.6 

575.2 

376.7 

22.0 

ii 

15,011.3 

10,258.9 

3,404.6 

6,854.1 

2,195.1 

2,144.4 

1,765.3 

365.3 

819.2 

582,0 

379,2 

42.9 

III . 

15,062.1 

10,311.9 

3.415,2 

6,896,6 

2,209.9 

2,219.8 

1,835.0 

388.9 

858.0 

589.6 

384.9 

-11.0 

IV . 

15,242  1 

10,373.1 

3,457.0 

6,915.5 

2,368.2 

2,273.4 

1,877.3 

4022 

879.1 

597,6 

396,2 

80.6 

2012.  1 . 

15,381.6 

10,447.8 

3,495.8 

6,951.2 

2,427.8 

2,320.8 

1,903.8 

4090 

896.9 

599.6 

417.2 

89,2 

II . 

15,427.7 

10,495.8 

3,514.7 

6.981.4 

2,418.0 

2,347.9 

1,925.0 

416.0 

908.5 

602.3 

423.0 

55.8 

Ill . 

15,534.0 

10,541.0 

3,546.7 

6,993.4 

2,456.5 

2,363.5 

1,926.4 

4220 

899.5 

606.4 

437.3 

772 

IV . 

15,539.6 

10,584.8 

3,579.2 

7,004.7 

2,441.8 

2,429,1 

1,971.9 

439.4 

9188 

614.9 

457.5 

73 

2013.  1 . 

15,583.9 

10,644,0 

3,611.9 

7,031.1 

2,470.1 

2,420.0 

1,949.0 

407.9 

922.5 

620.6 

471.2 

42.2 

11 . 

15,679.7 

10,691.9 

3,639.6 

7,051.5 

2,524.9 

2,458.4 

1,971.3 

424.8 

929.9 

618.3 

487.1 

56.6 

Ill . 

15,839.3 

10,744  2 

3.680.0 

7,063.6 

2,627.2 

2,494.0 

1,994,7 

438.4 

930.4 

627.0 

499.2 

115.7 

IV  P . 

15,9329 

10,812.1 

3,708.8 

7,102,8 

2,655,2 

2,517.5 

2,030.1 

438.6 

954.0 

639.2 

487.9 

117.4 

See  next  page  for  continuation  of  table. 
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Table  B-2.  Gross  domestic  product,  1999-2013 — Continued 
[Quarterly  data  at  seasonally  adjusted  annual  rates] 


Net  exports  of 
goods  and  seaices 

Government  consumption  expenditures 
and  gross  investment 

Final 
sales  of 
domestic 
product 

Gross 

domestic 

pur- 

chases ' 

Year  or  quarter 

1 

Federal 

i 

Gross 

domestic 

Gross 
national 
product T 

exports  Exports 

Imports 

Total 

Total 

National 

defense 

k,.  1  aid 

local 

defense 

income^ 

Billions  of  dollars 


1999  . 

-261.4 

939.2 

1,250.6 

1,726.0 

610.4 

382.7 

227.7 

1,115.6 

9,604.9 

9,927.1 

9,698.1 

9.692.8 

2003  . 

-380.1 

1,094.3 

1,474.4 

1,834.4 

632.4 

391.7 

240.7 

1,202.0 

10,235.2 

10,669.8 

10,334.3 

10,326,8 

2001  . 

-369.0 

1,028.8 

1,397.8 

1,958.8 

669.2 

4127 

256.5 

1,289.5 

10.663.5 

10,994.3 

10,736.8 

10,677.1 

2002  . 

-425.0 

1,004.7 

1,429.7 

2,094.9 

740.6 

456.8 

283.8 

1,354.3 

10,961.7 

11,405.2 

11,050.3 

11,028.8 

2003 

-500.9 

1,043.4 

1,544.3 

2,220.8 

824.8 

519.9 

304.9 

1.396.0 

11,493.0 

12,013.2 

11,524.3 

11,580.3 

2004 

-614.8 

1,183.1 

1,797.9 

2,357.4 

892.4 

570.2 

322.1 

1,455.0 

12,213.2 

12,891.8 

12,263.5 

12,357.1 

2005 

-715.7 

1,310.4 

2,026.1 

2,493.7 

946.3 

6083 

338.1 

1,547.4 

13,035.8 

13,811.1 

13,129,2 

13,189,0 

2005 

-762.4 

1,478.5 

2,240.9 

2,642.2 

1,002.0 

6424 

359.6 

1,640.2 

13,790.9 

14,620.3 

14,073.2 

13,926.3 

2007 

-709.8 

1,665.7 

2,375.5 

2,801.9 

1,049.8 

6787 

371.0 

1,752.2 

14,445.9 

15,1901 

14,460.1 

14,606.8 

2008 

-713.2 

1,843.1 

2,556.4 

3,003.2 

1,155.6 

754  1 

401.5 

1,847.6 

14,752.3 

15,433.5 

14,621.2 

14,893.2 

2009 

-392  2 

1,583.8 

1,976.0 

3,089.1 

1,217.7 

7883 

429.4 

1,871.4 

14,565.5 

14,810.1 

14,345.7 

14,565.1 

2010 

-518.5 
-568  7 

1,843.5 

2,362.0 

3,174.0 

1,303.9 

832.8 

471.1 

1,870.2 

14,896.7 

15,4767 

14,915.2 

15,164.2 

2011 

2,101.2 

2,669.9 

3.1K.7 

1,304.1 

835.8 

458.2 

1,854.7 

15,497.4 

16,1026 

15,587.5 

15,794,6 

2012 

2013P 

-547.2 

-497.3 

2,195.9 

2  259.8 

2,743  1 

2  757.0 

3,167.0 

3124.9 

1,295.7 

1  245  9 

817.1 

770.8 

478  6 
475.1 

1,871.3 

1,879.0 

16,178.5 

16689.6 

16.791.8 

17.294.8 

16,261.6 

16,497,4 

2010.  1 . 

-495.1 

1.746.4 

2,241.4 

3,135.7 

1,269.2 

811.9 

457.3 

1.866.5 

14,660.4 

16,167,5 

14,627.4 

14,875.9 

II . 

-529.7 

1,837.0 

2,336.7 

3,181.5 

1,304.6 

829.3 

475.2 

1,876.9 

14,829.0 

15,408  9 

14,793.7 

15,084.3 

Ill . 

-543.8 

1,860.3 

2,494.0 

3,194.7 

1,321.6 

846.3 

475.3 

1,873.1 

14,928.2 

15,593,5 

15,050,5 

15,249,5 

IV . 

-  505.3 

1,950.4 

2,455.7 

3,184.2 

1,320.1 

8435 

4766 

1,864.2 

15,169.3 

15,737.0 

15,189.0 

15,447,2 

2011;  1 . 

-554  7 

2,029.5 

2,584.1 

3,150.0 

1,297.4 

822.0 

4754 

1,852.6 

15,221.4 

15.797.6 

15,326.2 

15,491.2 

II . 

-5722 
-553  7 

2.095.5 

2,667.7 

3,171.7 

1,3154 

844  2 

471.2 

1,856.3 

15,416.2 

16,034.1 

15,513.6 

15.712.1 

Ill . 

2,1434 

2,697.1 

3,164.6 

1,308.5 

851.6 

456.9 

1,856.1 

15,625.3 

16,165.5 

15,694  9 

15,884.0 

IV . 

-5944 

2,136.2 

2,730.7 

3,1485 

1,294  9 

825.6 

469  3 

1,853.6 

15,726.8 

16,413.1 

15,815.3 

16,091.0 

2012  1 . 

-5908 

2.173.4 

2,764  2 

3,159  7 

1,291.8 

8163 

475.5 

1,867.9 

15,938.7 

16,632.4 

16.104.6 

16,239.6 

II . 

-557.9 

2,197.4 

2,755.3 

3,164.1 

1,293.8 

816.7 

477.1 

1,870.3 

16.093.6 

16,718.3 

16,150.3 

16,419.2 

Ill . 

-524.4 

2,199.2 

2,723.5 

3.193.5 

1,322.1 

841.9 

7937 

480.2 

1,871.4 

16,274  4 

16,880.4 

16,269.6 

16,603.7 

IV . 

-515.8 

2,213.7 

2,729.5 

3,150.7 

1,275.2 

481.5 

1,875.4 

16.407.3 

16,936  1 

16.522.0 

16,677.3 

2013  1 . 

-523.1 

2,214.2 

2.737.3 

3,124  1 

1,255.0 

775.8 

479.2 

1,869.1 

16,4719 

17,058.4 

16,690.9 

16,772,7 

II . 

■599  0 

2.238.9 

2,747.9 

3,121.9 

1,2526 

7763 

476.3 

1,859.3 

16,583.8 

17,170,0 

16,847.8 

16,907,9 

Ill . 

-500  2 

2,255.8 

2,766.0 

3,137.5 

1,251.2 

777.3 

473.9 

1,886  3 

16,768  1 

17,4132 

17,034  6 

17,1759 

IV  r> . 

-4568 

2,320.1 

2,776.9!  3,116  2 

1,224.8 

753.7 

471.1 

1,891.4 

16,934  4 

17.537,5 

Billions  of  chained  (20091  dollars 


1999  . 

-382  3 

1,174.1 

1,5564 

2,451.7 

815.3 

5169 

298.5 

1,643,6 

12,000.3 

12,474.6 

12,111.9 

12,108.9 

2003  . 

-432  7 

1,272  4 

1.755.1 

2,493  2 

817.7 

5123 

305.4 

1,689.1 

12.5004 

13,069.5 

12,680.6 

12,614.3 

2001  . 

-504.2 

1,200.5 

1,704.7 

2,592.4 

849.8 

530.0 

319.7 

1,751.5 

12,731.7 

13.213.5 

12,817.6 

12,750.2 

2002  . 

-584.9 

1,178.1 

1,763.0 

2,705  8 

910.8 

567.3 

343.3 

1,802.4 

12,889.9 

13,520.1 

12,^21 

12.970.8 

2033  . 

-6416 

1.197.2 

1,838,8 

2,764  3 

973.0 

6154 

357.5 

1,795.3 

13,247.9 

13,937.1 

13,283.9 

13.352.2 

2004  . 

-731.9 

1,309,3 

2,041.2 

2,808.2 

1,017.1 

6527 

354.5 

1,792.8 

13,702.7 

14,529.1 

13,781.3 

13,879.0 

2005  . 

-777.1 

1,338,4 

2,165.5 

2,826.2 

1,034,8 

6555 

359.4 

1,792.3 

14,170.1 

15,0362 

14,272.3 

14,340.8 

2006  . 

-7862 

1,512.4 

2,298.6 

2,869.3 

1,060.9 

678.8 

332.1 

1,808.8 

14,543.6 

15,424.8 

14,842.3 

14,690.9 

2007  . 

-703,6 

1,647.3 

2,350.9 

2.914  4 

1.078.7 

695,6 

383.1 

1.835.1 

14,839.2 

15,600  8 

14,856.1 

15,1)39.7 

2003  . 

-546.9 

1,741.8 

2,2887 

2,994.8 

1,152,3 

748.1 

494.2 

1,842  4 

14,868,9 

15,392,0 

14.733,8 

15,039.0 

2009  . 

-392  2 

1.583.8 

1,976.0 

3,089.1 

1,217.7 

788.3 

429,4 

1,871.4 

14,565.5 

14,810.1 

14,345.7 

14,555.1 

2010 . 

-452  6 

1,765.6 

2,228.1 

3,091.4 

1,270.7 

813.5 

457.1 

1,820.8 

14,717.7 

15,244  5 

14,736.7 

14,966.5 

2011 . 

-445.9 

1,890.5 

2,336.4 

2,992  3 

1,237.9 

794  6 

443.3 

1,754.5 

15,014.4 

15,501.1 

15,104.3 

i5,285.7 

2012 . 

-430,8 

1,957.4 

2,388.2 

2,963.1 

1,220.3 

769.1 

451.2 

1,742  8 

15,403.2 

15,992.3 

15,487.0 

15,693.1 

2013  P . 

-412  3 

2  010.0 

2  422  3 

2  895  3 

1,157,4 

715,0 

442  4 

1,733,6 

15665.8 

16,170.4 

2010.  1 . 

-413.6 

1,700.4 

2,113.9 

3,084.3 

1,247.8 

7986 

449.2 

1,835.5 

14,584.3 

15,011.5 

14.552.8 

14,782.7 

II . 

-474.3 

1,739.3 

2,213.6 

3,105.2 

1,273.4 

811.0 

462.4 

1,832.8 

14,686.3 

15,215.4 

14,653.4 

14,925.1 

Ill . 

-504,9 

1,784.9 

2,289,8 

3,103.5 

1,285.0 

825,9 

459.1 

1,818.5 

14,718.3 

15,348.5 

14,840.1 

15,020.5 

IV . 

-457.5 

1,837.7 

2,295.2 

3.071.5 

1,276,4 

818,6 

457.7 

1.795,2 

14,881.8 

15,4025 

14,900.5 

15.137.8 

2011.  1 . 

-456.5 

1,854.7 

2,311.3 

3,012.0 

1,241.6 

787.8 

453.7 

1,770.5 

14,871.9 

15,354.0 

14,975,4 

15,119.2 

II . 

-438,3 

1,876,9 

2,315.2 

3,002.4 

1,247.0 

800.8 

446,2 

1,755.5 

14,961.8 

15,451.6 

15,061.5 

15,235.6 

Ill . 

-433.9 

1,908.9 

2,342.8 

2,983.2 

1,236.4 

805.6 

430.8 

1,746.9 

15,072.7 

15,498.4 

15,142.2 

15,336.4 

IV . 

-454,7 

1,921.7 

2.376.4 

2.971.7 

1,226.7 

784.2 

442  5 

1.745,0 

15.151.3 

15,700.5 

15.238.8 

15,485.7 

2012.  1 . 

-439.2 

1,941.4 

2,380.6 

2,961.3 

1,219.1 

770.7 

448.3 

1,742.2 

15,278.9 

15,8224 

15,441.9 

15,600.2 

11 . 

-435.3 

1,959.8 

2,395.1 

2,963.6 

1,218.5 

768.8 

449.7 

1,745.0 

15,360.8 

15,864.4 

15,418.0 

15,656.2 

Ill . 

-436.5 

1,961.6 

2,398.0 

2.988.8 

1,244.6 

791.8 

452.8 

1,744.3 

15,444.9 

15,971.4 

15,451.9 

15,751.1 

IV . 

-412.1 

1,957.0 

2,379.1 

2,933  8 

1,198.9 

745.0 

453.9 

1,739.8 

15,528.3 

15,950.8 

15,636.0 

15,764.8 

2013;  1 . 

-422,3 

1,960.5 

2.382.7 

2,907.4 

1,172.8 

723.1 

449.8 

1,734.3 

15.536.4 

16.005,8 

15,730.6 

15,789.7 

II . 

-424.4 

1,998.4 

2,422.9 

2,904.5 

1.168.2 

722.0 

445.2 

1,736.0 

15,616.2 

16,104.1 

15.855.4 

15,893.9 

Ill . 

-419.8 

2,017.6 

2,437.3 

2.907.4 

1,163.9 

721,2 

442.7 

1,743.2 

15,711.1 

16.258.5 

15,925.2 

16,067.4 

IV  n . 

-382,8 

2,053.5 

2,446.2 

2,865.2 

1,124.7 

693.6 

431.1 

1,741.1 

15.799.4 

16,313.1 

'  Gross  domestic  product  fGDP)  less  exports  of  goods  and  sea'ices  plus  imports  of  goods  and  seaices. 

2  Fo'  chained  dollar  measures,  gross  domestic  income  is  deflated  by  the  implicit  price  deflator  for  GDP 

3  GDP  plus  net  income  receipts  from  rest  of  the  world. 

Source:  Department  of  Commerce  (Bureau  of  Economic  Analysis). 
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Table  B-3.  Quantity  and  price  indexes  for  gross  domestic  product,  and  percent  changes, 

1965-2013 


[Quarterly  data  are  seasonally  adjusted] 


Index  numbers,  2009=100  Percent  change  from  preceding  period  ’ 


- r 

Gross  domestic  product  (GDP) 

_ 

Personal  consump¬ 
tion  expenditures 

(fe) 

Gross 

Gross  domestic  product  (GDP) 

Personal  consump¬ 
tion  expenditures 
ireE) 

Gross 

domestic 

purchases 

price 

index 

Year  or  quarter 

Real  GDP 
(chain- 
type 
quantity 
index) 

GDP 

chain- 

type 

price 

index 

GDP 

implicit 

price 

deflator 

PCE 

chain- 

type 

price 

index 

PCE 

less 

food  and 
energy 
price 
index 

domestic 

purchases 

price 

index 

Real  GDP 
(chain- 
type 
quantity 
index) 

GDP 

chain- 

type 

price 

index 

GDP 

implicit 

price 

deflator 

PCE 

chain- 

type 

price 

index 

PCE 

less 

food  and 
energy 
price 
index 

1965  . 

27.555 

18.744 

18.720 

16.680 

19.325 

18.321 

6.5 

1.8 

1.8 

1.4 

1.3 

1.7 

1966  . 

29.373 

19.270 

19.246 

19.155 

19.761 

18.829 

6.6 

2.8 

28 

2.5 

2.3 

2.8 

1967  . 

30.179 

19.830 

19.805 

19.637 

20.367 

19.346 

2.7 

2.9 

29 

2.5 

3.1 

27 

1963 

31.660 

20.673 

20.647 

20.402 

21.240 

20.163 

4.9 

4.3 

4.3 

3.9 

4.3 

42 

1969 

32.653 

21.692 

21.663 

21.326 

22.237 

21.149 

3.1 

49 

49 

4.5 

4,7 

4,9 

1970  . 

32.721 

22835 

22.805 

22.325 

23.281 

22.287 

2 

5.3 

5.3 

4.7 

4.7 

5.4 

1971 . 

33.798 

23.996 

23.954 

23.274 

24.377 

23.449 

3.3 

5.1 

5.1 

4,3 

4.7 

5.2 

1972  . 

35.572 

25.038 

25.005 

24.070 

25.164 

24.498 

5.2 

4.3 

4,3 

34 

3.2 

45 

1973 

37.580 

26.399 

26.366 

25.367 

26.125 

25.888 

5.6 

5.4 

5,4 

5,4 

3.8 

5.7 

1974  . 

37,385 

28.763 

28.734 

28.008 

28.196 

28.510 

-.5 

9.0 

9.0 

10.4 

79 

10.1 

1976  . 

37.311 

31.435 

31.395 

30.347 

30.557 

31,116 

-.2 

9.3 

9,3 

8.4 

8.4 

9.1 

1976  . 

39.321 

33.161 

33.119 

32.012 

32.414 

32.821 

5.4 

5.5 

6,1 

5.5 

1977  . 

41.133 

35.213 

35.173 

34.091 

34.494 

34.977 

4.6 

6.2 

6,2 

6.5 

6.4 

6.6 

1978  . 

43421 

37.685 

37.643 

36.479 

36.801 

37.459 

5.6 

7.0 

7.0 

7.0 

6.7 

7.1 

1979 

44.800 

40.795 

40.750 

39.713 

39.478 

40.729 

3,2 

8.3 

83 

8.9 

7.3 

87 

1980 

44.690 

44  485 

44.425 

43.977 

43.092 

44.962 

-.2 

9,0 

9.0 

10.7 

9.2 

10.4 

1981 

45.850 

48.663 

48.572 

47.907 

46.856 

49.067 

2,6 

94 

90j 

8.9 

8.7 

9.2 

1982  . 

44.974 

51.630 

51.586 

50.552 

49.880 

51.875 

-1.9 

6.1 

6.2 

5.5 

6.5 

5.7 

1983  . 

47.057 

53.664 

53.623 

52.728 

52465 

53.696 

46 

3.9 

3.9 

4.3 

5,2 

3,5 

1984  . 

50.473 

55.570 

55.525 

54.723 

54.644 

55.482 

7.3 

3.6 

3.5 

3,8 

4.2 

3,3 

1985  . 

52.613 

57.347 

57.302 

56.660 

56.897 

57.150 

4.2 

3.2 

3.2 

3.5 

4.1 

3,0 

1986 

54.460 

58.510 

58.458 

57.886 

58.849 

58.345 

3.5 

2.0 

20 

22 

34 

21 

1987  . 

56.346 

59.941 

59.949 

59.649 

60.717 

59.985 

3.5 

2.4 

26 

3.0 

3.2 

28 

1988  . 

58.715 

62.042 

62.048 

61.973 

63.288 

62.091 

4.2 

3.5 

3.5 

3.9 

42 

35 

1989  . 

60.875 

64  455 

64.460 

64.640 

65.868 

64.515 

3.7 

3.9 

39 

4.3 

4.1 

3.9 

1990 

62.044 

66.848 

65.845 

67.439 

68491 

67.039 

1.9 

3,7 

3.7 

43 

4,0 

39 

1991 

61,998 

69.063 

69  069 

69.651 

70.865 

69.111 

-.1 

3.3 

33 

3.3 

3.5 

3.1 

1992 

64.202 

70639 

70.644 

71.493 

73.019 

70.719 

36 

2.3 

23 

2,6 

3.0 

23 

1993  . 

65.965 

72  322 

72.325 

73.277 

75006 

72.323 

2.7 

2,4 

2,4 

25 

27 

23 

1994  . 

68.628 

73.859 

73.855 

74.802 

76.679 

73.835 

4.0 

2,1 

2.1 

2.1 

2.2 

2.1 

1995 

70.493 

75.402 

76.406 

76  354 

78.323 

75420 

2.7 

21 

2,1 

2.1 

2.1 

21 

1995 

73.169 

76.776 

76.783 

77.980 

79.799 

76.726 

3.6 

1.8 

1.8 

2.1 

1.9 

1.7 

1997 

76.453 

78.097 

78  096 

79.326 

81.194 

77.851 

45 

1.7 

1.7 

1,7 

1.7 

1.5 

1993 

79.855 

78.944 

78.944 

79.934 

82.198 

78.358 

4.4 

1.1 

1.1 

.8 

1.2 

.7 

1999  . 

83.725 

80.071 

80.071 

81.109 

83.290 

79.578 

4.8 

1.4 

1.4 

1.5 

1.3 

1.6 

2003. 

87.149 

81.894 

61.891 

83.128 

84.744 

81.641 

4.1 

23 

23 

2.5 

1.7 

26 

2001  .. 

87.977 

83.767 

83.766 

84.731 

86.277 

83.206 

1.0 

2.3 

2.3 

1.9 

1.8 

1.9 

2002 .. 

89.539 

85.055 

85.054 

85.872 

87.749 

84.359 

1.8 

1.5 

1.5 

1.3 

1.7 

1.4 

2003 .. 

92.038 

86.754 

86.754 

87.573 

89.048 

86.196 

2.8 

2.0 

2.0 

2.0 

1.5 

22 

2004 .. 

95534 

89.130 

89.132 

89.703 

90.751 

88.729 

3.8 

2,7 

27 

2.4 

1.9 

29 

2005.. 

98.735 

91.989 

91.991 

92.260 

92.710 

91.850 

34 

3.2 

3.2 

2,9 

22 

3.5 

2005. 

101.368 

94.816 

94.818 

94.728 

94.785 

94.782 

2.7 

3.1 

3.1 

27 

22 

3.2 

2007 .. 

103.182 

97.338 

97.335 

97.099 

96.829 

97.370 

1.8 

2.7 

2.7 

2.5 

2.2 

27 

2003.. 

102.883 

99.208 

99.236 

100.063 

98.824 

100.243 

-.3 

1.9 

20 

3.1 

2.1 

3.0 

2009. 

100.000 

100.000 

100.000 

100.000 

100.000 

100.000 

-2.8 

.8 

.8 

-.1 

1.2 

-.2 

2010.. 

102.507 

101.215 

101.211 

101.654 

101.287 

101.528 

2.5 

1.2 

1.2 

1.7 

1.3 

1,5 

2011 . 

104.400 

103.203 

103.199 

104.086 

102743 

103.884 

1.8 

2.0 

20 

2.4 

1.4 

23 

2012.. 

107.302 

105.008 

105.K)2 

106.009 

104.632 

105.599 

2.8 

1.7 

1.7 

1.8 

1.8 

1.7 

2013  P 

109,301 

106.487 

106.590 

107.210 

105.935 

106.852 

1.9 

1.4 

1.5 

1.1 

1.2 

1.2 

2010:  1 . 

101.247 

100.509 

100.513 

101.262 

100.911 

101.036 

1.6 

1.3 

1.4 

1.4 

1.0 

1.8 

II . 

102.220 

100.972 

100.958 

101.398 

101.179 

101.285 

3.9 

1.9 

1,8 

,5 

1.1 

1,0 

Ill . 

102.923 

101.432 

101.418 

101.698 

101.427 

101.609 

2.8 

1.8 

1.8 

1.2 

1.0 

1.3 

IV . 

103.638 

101.948 

101.936 

102.239 

101.632 

102.183 

2.8 

2.1 

2.1 

2,1 

8 

2,3 

2011;  1 . 

103.302 

102  354 

102.343 

102.996 

101.959 

102.900 

-1.3 

1.6 

1.6 

3.0 

1.3 

28 

II . 

104.115 

103.024 

103.002 

103.938 

102.522 

103.792 

3.2 

2,6 

26 

3.7 

22 

3.5 

Ill . 

104.468 

103.651 

103.650 

104.529 

103.039 

104.307 

1.4 

2.5 

2.5 

2.3 

2,0 

20 

IV . 

105.716 

103.782 

103.783 

104.880 

103.452 

104.538 

4.9 

.5 

.5 

1.3 

1.6 

.9 

2012:  1 . 

106.683 

104.296 

104.291 

105.471 

104.010 

105.124 

3.7 

2.0 

2.0 

2,3 

2.2 

2.3 

II . 

107.003 

104.751 

104.750 

105.750 

104.482 

105.383 

1.2 

1,8 

1.8 

1.1 

1.8 

1.0 

Ill . 

107.741 

105.345 

105.292 

106.193 

104.849 

105.742 

2.8 

2.3 

2.1 

1.7 

1.4 

1.4 

IV . 

107.780 

105.640 

105.667 

106.622 

105.187 

106.150 

.1 

1.1 

1,4 

1.6 

1.3 

1.6 

2013:  1 . 

108.087 

105.994 

106.105 

106.909 

105.542 

106.457 

1,1 

1.3 

1.7 

1.1 

1.4 

1.2 

II . 

108.751 

106.165 

'  106.259 

106.678 

105.711 

106.526 

2.5 

.6 

.6 

-.1 

.6 

2 

Ill . 

109.859 

106.685 

'  105.778 

107.387 

105.077 

107.010 

4.1 

2.0 

20 

1.9 

1.4 

1.8 

IVP . 

110.508 

107.103 

107.204 

107.666 

106.410 

107.406 

2.4 

1.6 

1.6 

1  1.0 

1.3 

1 _ L5 

'  Quarterly  percent  changes  are  at  annual  rates. 

Source;  Department  of  Commerce  (Bureau  of  Economic  Analysis). 
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Table  B-4.  Growth  rates  in  real  gross  domestic  product  by  area  and  country,  1995-2014 


[Percent  change] 


Area  and  country 

1995- 

2004 

annual 

aver¬ 

age 

i 

2005  1 

j 

2006 

2007 

2008 

2009 

2010  i 

i 

2011  1 

2012 

2013’ 

2014’ 

World . 

3.6 

4.7 

5.2 

5.3 

2.7 

-.4 

52 

3.9 

3.1 

3.0 

3.7 

Advanced  economies . 

26 

2.81 

3.0 

27 

.1 

-3.4 

3o! 

1.7 

1.4 

1.3 

22 

Of  which: 

United  States . 

34 

3.4; 

2.7 

1.8  i 

-.31 

-2.8 

25 

1,8 

28 

1.9 

2.8 

Euro  area^ . 

22 

1.7 

3? 

3.01 

.4i 

-4.4 

20 

1  5 

-.7 

-.4 

1.0 

Germany . 

1.3 

■8 

3.9 

3.4 

.8 

-5.1 

3.9 

3.4 

.9 

.5 

1.6 

France  . 

22 

1.8  i 

2.5 

23 

-.1 

-31 

1.7 

2.0 

0 

.2 

.9 

Italy . 

1.6 

Si 

2.2 

1.7 

-1.2 

-5.5 

1.7 

.4 

-2.5 

-1.8! 

.6 

Spain . 

3.7 

361 

4.1 

35 

9 

-38 

-T 

.1 

-1.6 

-1.2  j 

.6 

Japan  . 

1.1 

1.3 

1.7 

22 

-1.0 

-5.5 

4.7 

-.6 

1.4 

1.71 

1.7 

United  Kingdom . 

3.4 

3.2  1 

34 

-.8 

-5  2 

1.7 

1.1 

3 

1-T 

2.4 

Canada . 

3.2 

3.2 

2.6 

2U 

1.2 

-2./ 

34 

2.5 

1.7 

1.7 

2.2 

Other  advanced  economies . 

4.0 

4.2 

4.8 

5.0 

! 

-1.1 

5.9 

3.2 

1  1.9 

22 

3.0 

Emerging  market  and  developing  economies . 

4.9 

7.3 

6.3 

8.7 

1  5.8 

3.1 

7.5 

6.2 

j  4.9 

4.7 

5.1 

Regional  groups: 

Central  and  eastern  Europe . 

40 

5.9 

6.4 

54 

3.2 

-3.6 

46 

5.4 

1.4 

25 

2.8 

Commonwealth  of  Independent  States  ^ . 

29 

6./ 

8.6 

89 

53 

-64 

49 

4.8 

!  34 

21 

26 

Russia . 

2  8 

6.4 

8.2 

8.5 

5.2 

-7  8 

45 

43 

3.4 

1.5 

20 

Excluding  Russia . 

3.2 

7.7 

106 

99 

56 

-31 

60 

1  61 

3.3 

35 

40 

Developing  Asia . 

7.1 

9.5 

10.3 

11.5 

7.3 

7.7 

9.8 

i  /.8 

6.4 

6.5 

1  6.7 

China . 

92 

11  3 

12/ 

142 

96 

92 

10.4 

j  9  3 

7.7 

77 

1  /5 

India' . 

6.2 

9.3 

9.3 

9.8 

3.9 

8.5 

10.5 

6.3 

3.2 

44 

i  5.4 

ASEAN-55 . 

40 

54 

55 

62 

47 

1.8 

70 

!  4.5 

62 

60 

1  5.1 

Latin  America  and  the  Caribbean . 

25 

47 

t  5.6 

5.7 

4.2 

-1.2 

6.0 

1  4.6 

i  3.0 

2.6 

i  3.0 

Brazil . 

25 

3  2 

i  4.0 

61 

5.2 

-3 

75 

'  27 

10 

2.3 

1.2 

i  2.3 

Mexico . 

24 

3.2 

'  5.0 

3.1 

!  1.2 

-4.5 

5.1 

1  4.0 

!  3.7 

i  3.0 

Middle  East,  North  Africa,  Afghanistan,  and  Pakistan .. 

4.6 

6.0 

1  6.7 

59 

I  5.0 

1  28 

5.2 

39 

4.1 

24 

1  3.3 

Sub-Saharan  Africa . 

4.5 

6.3 

1  6.4 

7.1 

!  5.7 

2.6 

5.6 

1  5.5 

1  4.8 

5.1 

i  6.1 

South  Africa . 

3.1 

5.3 

5.6 

55 

!  36 

-1.5 

3.1 

1  3.5 

1  2.5 

1.8 

i  2.8 

'  All  figures  are  forecasts  as  published  by  the  International  Monetary  fund  For  the  United  States,  the  second  estimate  by  the  Department  of  Commerce 
shows  that  real  GDP  rose  1 .9  percent  in  2013. 

^  In  2014,  consists  of:  Austria,  Belgium,  Cyprus,  Estonia,  Finland,  France,  Germany,  Greece,  Ireland,  Italy,  Lah'ia,  Luxembourg,  Malta,  Netherlands,  Portugal, 
Slovak  Republic,  Slovenia,  and  Spain 

3  Includes  Georgia,  which  is  not  a  member  of  the  Commonwealth  of  Independent  States  but  is  included  for  reasons  of  geography  and  similarity  in  economic 
structure. 

’  Data  and  forecasts  are  presented  on  a  fiscal  yaar  basis  and  output  growth  is  based  on  GDP  at  market  pices. 

f  Consists  of  Indonesia,  Malaysia,  Pnilippines,  Thailand,  and  Vietnam. 

Note;  For  details  on  data  shown  in  this  table,  see  World  Economic  Outlook.  October  2013,  and  World  Economic  Outlook  Update.  January  2014,  published  by 
the  International  Monetary  Fund. 

Sources:  Department  of  Commerce  IBureau  of  Economic  Analysis)  and  International  Monetary  Fund. 
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Table  B-5.  Real  exports  and  imports  of  goods  and  services,  1999-2013 
[Billions  of  chained  120091  dollars;  quarterly  data  at  seasonally  adjusted  annual  rates) 


Exports  of  goods  and  services 


Imports  of  goods  and  services 


Year  or  quarter 

Total 

Goods ' 

Ser\'ices^ 

Total 

Goods ' 

Services ' 

Total 

Durable 

goods 

Nondurable 

goods 

Total 

Durable 

goods 

Nondurable 

goods 

1999  . 

1,174.1 

819.0 

533.8 

287.7 

354.4 

1,556.4 

1,286.1 

724.1 

572.2 

267.7 

2000  . 

1,272.4 

902.0 

599.3 

301.9 

358.2 

1,755.1 

1,454.4 

833,9 

623.9 

297.2 

200! . 

1,200.5 

846.5 

549.5 

300.1 

352.3 

1,704.7 

1,407.3 

781.6 

640.5 

294.7 

2002 

1,178.1 

817.1 

518.7 

305.1 

360.5 

1,763.0 

1.459.9 

814.7 

658.7 

300.0 

2003 

1,197.2 

832.4 

528.0 

311.3 

354.1 

1,833.8 

1,531.3 

849,7 

697,9 

303.8 

2004 

1,309.3 

902.8 

585.0 

321.6 

406.3 

2.041.2 

1,701.4 

968.1 

744.0 

335.7 

2005 

1,338.4 

969.2 

641.1 

331.8 

418.4 

2,165.5 

1,8147 

1,050.2 

773.0 

346,1 

2005 

1,512.4 

1,060.5 

710.1 

353.6 

450.8 

2,293.6 

1,922  2 

1,143.8 

785.9 

371.6 

2007 

1,647.3 

1,140.4 

771.1 

372.6 

506.2 

2,350.9 

1,957.5 

1,172  9 

792.3 

389.0 

2003 

1,741.8 

1,210.4 

810.4 

402.9 

530.5 

2,288.7 

1,885.1 

1,1282 

764.2 

401.1 

2009 

1,583.8 

1,064.7 

671.9 

3928 

5191 

1,976.0 

1.587.3 

893  1 

694.2 

388.7 

2010 

1,765.6 

1,217.2 

784.6 

433.1 

548.1 

2,228.1 

1,828,0 

1,096.6 

735.7 

399.4 

2011 

1,890.5 

1,303.9 

855.5 

450.9 

586.3 

2,335  4 

1,923.4 

1,194.6 

740.7 

411.8 

2012 

1,957.4 

1,353.2 

8964 

460.9 

603.7 

2,383.2 

1,964.3 

1,280.6 

710.3 

422.8 

2013  f . 

2,010.0 

1,384.9 

913.7 

474.9 

624.8 

2,422.3 

1,988.4 

1,327.9 

694.7 

433.2 

2010.  1 . 

1,700.4 

1,170.6 

743.5 

427.1 

529.6 

2,113.9 

1,722.9 

1,008.5 

715,6 

mi 

II . 

1,739.3 

1,203.3 

781.5 

422.7 

535.6 

2,213.6 

1,818.4 

1,084  4 

737.4 

394.4 

Ill . 

1,784.9 

1,228.4 

794.9 

434.2 

556.3 

2.289.8 

1,881,4 

1,134.6 

7518 

407.5 

IV . 

1,837.7 

1,266.4 

818.5 

4485 

571.0 

2,295,2 

1,889.2 

1,158.8 

737.9 

404.9 

2011:  1 . 

1,854.7 

1,280.0 

832.0 

449.1 

574.3 

2,311.3 

1,909.8 

1,172.1 

745.9 

399.8 

II . 

1.876.9 

1,291.6 

851.3 

443.5 

585.0 

2,315.2 

1,906.5 

1,170.2 

744,8 

407.4 

Ill . 

1,908.9 

1,309.8 

864.9 

4483 

599.2 

2,342.8 

1,923.1 

1,202.9 

734.2 

419.0 

IV . 

1.921.7 

1,334.3 

873.9 

462.7 

586.6 

2,376.4 

1,954.4 

1,233.0 

738.0 

420.9 

2012  1 . 

1,341.4 

1,340.2 

897.5 

448.4 

600.7 

2,383.6 

1,958.6 

1,268.1 

715.2 

420.8 

II . 

1.959.8 

1,357.3 

898.3 

462.9 

601.9 

2,395.1 

1,970.7 

1,284.6 

712.8 

423.2 

Ill . 

1,%1.6 

1.352.8 

897.8 

468.3 

598.0 

2,393.0 

1,972  7 

1,282.1 

716.3 

424.2 

IV . 

1,937.0 

1,352.6 

892.0 

464.0 

614.2 

2,379.1 

1,955  1 

1,287.6 

696.8 

423.1 

2013.  1 . 

1,930.5 

1,342.8 

890.5 

456.7 

617.5 

2,382.7 

1,954,0 

1,284.6 

698.1 

428.3 

II . 

1,998.4 

1,373.4 

921.2 

458.4 

624.9 

2,422  9 

1.989.6 

1,324.2 

698.5 

432.6 

Ill . 

2,017.6 

1,392  2 

9166 

479.0 

625.1 

2,437.3 

2,001.4 

1,342.1 

695.0 

435.2 

IVP . 

2,063.5 

1,431.3 

926.7 

505.4 

631.8 

2,446.2 

2,008.9 

1,360.7 

687.3 

435.7 

’  Certain  goods,  primarily  military  equipment  purchased  and  sold  by  the  Federal  Government,  are  included  in  services.  Repairs  and  alterations  of  equipment 
are  also  included  in  services. 

Source;  Department  of  Commerce  (Bureau  of  Economic  Analysis!. 
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Appendix  B 


'1'ahle  B-6,  Corporate  profits  by  industry,  1965-2013 

[Billions  of  dollars,  quarterly  data  at  seasonally  adjusted  annual  rates) 

Co'pora'e  profits  v/ith  inventory  valuation  adjustment  and  without  capital  consumption  adjustment 


Domestic  industries 


Year  or  quarter 

Total 

Total 

Financial 

Nonfinancial 

Rest 

of 

the 

world 

Total 

Fede-al 

Reserve 

banks 

Other 

Total 

Manu¬ 

factur¬ 

ing 

Trans¬ 

porta¬ 

tion' 

Utilities 

Whole¬ 

sale 

trade 

Retail 

trade 

Infor¬ 

mation 

Other 

SIC.^ 

1935  . 

81,9 

77.2 

9.3 

1.3 

8,0 

67.9 

421 

11.4 

38 

49 

5.7 

4,7 

1K6 . 

88.3 

83.7 

10,7 

1.7 

9  1 

73.0 

453 

12.6 

4.0 

4.9 

6.3 

4.5 

1957  . 

86.1 

81  3 

11.2 

2.0 

92 

70.1 

424 

11.4 

4.1 

5.7 

6.6 

4.8 

1958  . 

94.3 

88.6 

129 

2.5 

10.4 

75.7 

45.8 

11.4 

4.7 

6.4 

7.4 

5.6 

1959  . 

90.8 

84.2 

13.6 

3.1 

10.6 

70.6 

41.6 

11.1 

49 

64 

6.5 

6.6 

1970 

79,7 

72  6 

15.5 

35 

120 

57.1 

32  0 

8.8 

4,6 

6.1 

7.1 

1971 . 

94.7 

85.8 

17.9 

3.3 

14,6 

69.0 

400 

9.6 

54 

7.3 

6.7 

7.9 

1972  . 

109.3 

99.7 

195 

33 

161 

80.3 

47.6 

10.4 

7.2 

75 

7.6 

9.5 

1973  . 

126,6 

111,7 

21,1 

4,5 

16,6 

90,6 

55.0 

10,2 

8.8 

7.0 

9,6 

14,9 

1974  . 

123.3 

105.8 

20.8 

5,7 

15.1 

85.1 

51,0 

9.1 

12.2 

28 

10.0 

17.5 

1975  . 

144,2 

129.6 

20.4 

5,6 

14.8 

109,2 

63.0 

11.7 

14.3 

84 

lie 

14.6 

1976 

182.1 

165.6 

25.6 

5.9 

19.7 

140.0 

82.5 

17.5 

13.7 

10.9 

15.3 

16,5 

1977 

212.8 

193.7 

326j 

6,1 

26.5 

161.1 

91.5 

21.2 

16.4 

128 

19.2 

19.1 

1978 

246.7 

223.8 

40.8 

7.6 

33.1 

183.1 

105.8 

25.5 

16.7 

13.1 

22.0 

22.9 

1979  . 

261.0 

226.4 

41.8 

94 

323 

184,6 

107.1 

21,6 

20.0 

10.7 

25.2 

34.6 

1930  . 

240.6 

205.2 

35.2 

11.8 

235 

169.9 

97.6 

22  2 

18.5 

7.0 

24.6 

35.5 

1931 . 

252.0 

222.3 

30.3 

14.4 

15.9 

192.0 

112.5 

25.1 

23.7 

10,7 

20.1 

29.7 

1932 

224.8 

192.2 

27.2 

15.2 

12.0 

165.0 

89.6 

28.1 

20.7 

143j 

12.3 

32,6 

1933 

256.4 

221.4 

36.2 

14.6 

21.6 

185.2 

97.3 

34.3 

21.9 

19.3 

12.3 

35.1 

1934 

294.3 

257.7 

34.7 

16.4 

18.3 

223.0 

114.2 

44.7 

30.4 

21.5 

12.1 

35.6 

1935 

289.7 

251.6 

45.5 

16.3 

30.2 

205.1 

107.1 

39,1 

24.6 

22,8 

11.4 

33.1 

1936 

273.3 

233,8 

56.4 

16.5 

40.8 

177.4 

75.6 

39,3 

24,4 

23.4 

14.7 

39,5 

1937 

314,6 

266.5 

60.3 

16.2 

441 

206,2 

101.8 

42.0 

18.9 

23.3 

20.3 

43.0 

1938 

366.2 

309.2 

66.9 

16.1 

48.8 

242.3 

132.8 

45.8 

20.4 

19.8 

22.5 

57.0 

1939 

373.1 

305.9 

78.3 

20.6 

57.6 

227.6 

122.3 

41.9 

22.0 

20,9 

20.5 

67,1 

1990 

391.2 

315.1 

89.6 

21.8 

67.8 

225.5 

120.9 

43,5 

19.4 

20.3 

21.3 

76.1 

1991 

434.2 

357.8 

120.4 

20,7 

99.7 

237.3 

109.3 

54.5 

22.3 

26.9 

24.3 

76.5 

1992 

459,7 

386.6 

132,4 

18.3 

114.1 

254.2 

109.8 

57.7 

26.3 

28.1 

33.4 

73.1 

1993 

501.9 

425.0 

119,9 

16.7 

103,2 

305.1 

122.9 

70.1 

26.5 

39.7 

45,8 

76.9 

1994 

589.3 

511.3 

125.9 

18.5 

107.4 

385.4 

162.6 

83.9 

31.4 

46.3 

61.2 

78.0 

1995  . 

667.0 

574,0 

140.3 

22.9 

117,3 

433.7 

199.8 

89.0 

28.0 

43.9 

73.1 

92,9 

1996 

741.8 

639.8 

147.9 

22.5 

125.3 

492.0 

220.4 

91.2 

39.9 

52.0 

88.5 

102.0 

1997 

811.0 

703,4 

162,2 

24,3 

137.9 

541.2 

248.5 

81.0 

48.1 

63.4 

100.3 

107.6 

1998 

743.8 

641.1 

138.9 

25.6 

113.3 

502.1 

220.4 

72.6 

50.6 

72.3 

86.3 

102.8 

1^9 . 

762.2 

640.2 

154.6 

26.7 

127.9 

485.6 

219.4 

49.3 

46.8 

72.5 

97.6 

122.0 

2030  . 

730.3 

58t.l 

149,7 

31.2 

118.5 

434.4 

205.9 

33.8 

50.4 

68,9 

75.4 

146.2 

mcs:^ 

1998  . 

743.8 

641.1 

138.9 

25.6 

113.3 

502.1 

193.5 

12.8 

33.3 

57.3 

62.5 

33.1 

109.7 

102.8 

1999  . 

762.2 

640,2 

154.6 

26.7 

127.9 

485.6 

184.5 

7,2 

34.4 

56.6 

59.5 

20.8 

123.5 

122.0 

2030  . 

730.3 

584.1 

149.7 

31.2 

118.5 

434.4 

175,6 

9.5 

24.3 

59,5 

51.3 

-11.9 

126.1 

146,2 

2031 

698.7 

528.3 

195.0 

28.9 

166.1 

333.3 

75.1 

-.7 

22.5 

51.1 

71.3 

-26.4 

140.2 

170.4 

2032  . 

795.1 

635.3 

270.7 

23.5 

247.2 

365.6 

75,1 

-6.0 

11.1 

55.8 

83.7 

-3.1 

149.0 

158.8 

2033 

959.9 

793.3 

306.5 

20.1 

285.5 

486.7 

125.3 

4.8 

13.5 

59.3 

90.5 

16.3 

177.1 

166.6 

2034 

1,215.2 

1,010.1 

349.4 

20.0 

329.4 

660.7 

182.7 

12.0 

20.5 

74.7 

93.2 

52.7 

2249 

205.0 

2005 

1,621.2 

1,382.1 

409.7 

26.6 

383.1 

972.4 

277.7 

27.7 

30.8 

96.2 

121.7 

91.3 

327.2 

239.1 

2036 

1,815.7 

1,559.6 

415,1 

33.8 

381.3 

1,144.4 

349.7 

41.2 

55.1 

105.9 

132.5 

107.0 

353,1 

256.2 

2007 

1,708.9 

1,355.5 

301.5 

36,0 

265.5 

1,054.0 

321.9 

23.9 

49.5 

103.2 

119.0 

108.4 

328.2 

353.4 

2038 

1,345.5 

938.8 

95.4 

35.1 

60,4 

843.4 

240,6 

28,8 

30,1 

90.6 

80,3 

92.2 

280.8 

4(K.7 

2039 

1,474.8 

1,122.0 

362,9 

47.3 

315.5 

759.2 

171.4 

22,4 

23,8 

89.3 

103,7 

81.2 

262.3 

352.8 

2010 

1,793.8 

1,398.6 

405,3 

71.6 

333.8 

993.3 

284.9 

446 

29.8 

102.2 

118.3 

94.7 

318.7 

395.2 

2011 

1,791.3 

1,354.8 

384.1 

75.9 

308.1 

970.7 

303.9 

32.1 

11.1 

96.3 

116.1 

87.4 

323.7 

435.6 

2012 

2,189.0 

1,761.1 

477,4 

71.7 

405.7 

1,283.7 

404,3 

51.5 

37.1 

137,8 

149,2 

110,6 

393.2 

418,9 

2011:  I . 

1,672,2 

1,244.3 

377.8 

72,4 

305.4 

866.5 

278.1 

29.8 

3.9 

74.4 

112.2 

85.3 

283,0 

427.8 

II . 

1,782.3 

1.354.9 

364.6 

80.0 

284.6 

990.3 

291.5 

33.3 

29.7 

94.7 

109,1 

92.4 

339,5 

427.3 

Ill . 

1,805.4 

1,354.6 

348.8 

76.6 

272.2 

1,005.8 

314.5 

30.3 

3.2 

110.3 

114.9 

86.7 

346.0 

450.8 

IV . 

1,905.4 

1,465,2 

445.1 

74.7 

370.4 

1,020.1 

331.7 

35.1 

7.9 

105.9 

128.2 

85.1 

326.2 

440.2 

2012.  1 . 

2,142.5 

1,726.7 

4626 

73.4 

369.1 

1,264.2 

498.7 

53.4 

34.5 

128.8 

149.9 

110.3 

378.6 

415,9 

II . 

2,169.8 

1,740.5 

447.7 

72.6 

375.1 

1,292.8 

410.5 

53.5 

39.4 

146.5 

145.3 

116.6 

381.0 

429.3 

Ill . 

2,186.6 

1,774.0 

507.2 

67.5 

439.8 

1,266.8 

387.8 

52.2 

40.8 

131.6 

142.5 

112.9 

399.0 

412.5 

IV . 

2,221.1 

1,803.0 

492.1 

73.3 

418.7 

1,310.9 

410.1 

47.1 

33.6 

144.4 

159.0 

102,5 

414.2 

418,1 

2013:  1 . 

2,180.0 

1,781.5 

486.9 

70.0 

416.9 

1,294.6 

389.7 

54.5 

38,3 

150.2 

148.9 

124.2 

388.9 

398,5 

II . 

2,248.6 

1,845.5 

511.9 

82.1 

429.8 

1,333.6 

381.8 

57.6 

47.2 

151.1 

169.9 

131.8 

394.2 

403.1 

Ill . 

2,288.2 

1,868,4 

521.6 

90.4 

431,2 

1,346.8 

392,4 

61.3 

50.2 

154.7 

165.0 

118.3 

403.9 

419.8 

'  Data  on  Standard  Industrial  Classification  (SIC)  basis  include  transportation  and  public  utilities.  Those  on  North  American  Industry  Classification  System 
(NAICSl  basis  include  transpotation  and  warehousing.  Utilities  classified  separately  in  NAICS  (as  shown  beginning  19981. 

2  SIC -based  industry  data  use  the  1987  SIC  for  data  beginning  in  1987  and  the  1972  SIC  for  prior  data.  NAICS-based  data  use  2002  NAICS. 

Note.  Industry  data  on  SIC  basis  and  NAICS  basis  are  not  necessarily  the  same  and  are  not  strictly  comparable. 

Source;  Department  of  Commerce  (Bureau  of  Economic  Analysis). 
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Table  B-7.  Real  farm  income,  1950-2014 
(Billions  of  chained  (20091  dollars) 


Income  of  farm  operators  from  farming ' 
Gross  farm  income 


Year 

Total  7 

Value  of  farm  sector  production 

Direct 

Government 

payments 

Production 

expenses 

Net 

farm 

income 

Total 

Crops T  4 

Livestock  4 

Forestry 

and 

services 

1950  . 

240.8 

238,8 

96,0 

1320 

10.8 

2,1 

141.5 

99,3 

1951 . 

260.9 

258.9 

95.6 

1521 

11.2 

1.9 

152.3 

103.6 

1952 

251.7 

249.9 

102  2 

135.7 

120 

1.8 

1520 

99.8 

1953 

226,8 

225,4 

93.1 

120.1 

122 

1.4 

141.3 

85,4 

1954 

222.7 

221.1 

94.0 

115.3 

11.8 

1.7 

142.1 

80.6 

1955 

2151 

213.6 

91.6 

110.0 

120 

1.5 

142.4 

72.6 

1956 

210.9 

207.5 

89.7 

1062 

11.6 

3.4 

141.0 

69.9 

1957 

208.8 

202.7 

81.9 

109.0 

11.7 

61 

142.2 

66.5 

195S 

228.5 

222.1 

88.0 

121.9 

122 

6,4 

151.3 

77.2 

1959  . 

219.3 

215,4 

85.5 

1168 

13.1 

3.9 

157.3 

62.0 

1969 .. 

220.3 

216.3 

89,5 

113.5 

13.4 

4.0 

156.3 

64.0 

1961  .. 

229.0 

220.5 

89.3 

117.4 

13.8 

8.4 

161.4 

67.5 

1962 .. 

236.2 

226.5 

92.9 

119.5 

14.0 

97 

163.9 

67.3 

1963 .. 

239.2 

229.9 

93.9 

116.4 

14,6 

9.4 

174.3 

64.9 

1964 .. 

229.8 

218.0 

91.7 

111.2 

15.1 

11.8 

172.8 

57.0 

1965 .. 

2483 

235.2 

101.5 

118.4 

15.3 

13.1 

179.5 

63.8 

1966 .. 

261.9 

244.9 

95,0 

134.2 

15.6 

17.0 

189.5 

72.4 

1967 .. 

254.8 

239,2 

96.9 

126.0 

16.3 

15.5 

192.5 

62,2 

1963.. 

250.8 

234.0 

91.5 

126.3 

16.2 

16.7 

191.2 

59.6 

1969 .. 

260.0 

242,6 

90.7 

135,2 

16.6 

17.5 

194,1 

65.9 

1970.. 

257.6 

241.3 

89.9 

134.7 

16.7 

16.3 

194.7 

62.9 

1971  .. 

258.9 

245.8 

97.6 

131.1 

17.0 

13,1 

195.3 

62.6 

1972. 

284.1 

268.3 

103.6 

147.4 

17.3 

15,8 

205.4 

77.7 

1973 .. 

374.7 

364.8 

163.1 

183.2 

18.5 

99 

244.5 

133.1 

1974 .. 

341,6 

339.7 

170.9 

148.9 

20.0 

1.8 

246.8 

94.8 

1975.. 

319,9 

317.3 

160.3 

136,8 

20.2 

26 

233.7 

81.2 

1976 .. 

310.4 

308.1 

145.8 

140.6 

21.7 

22 

249.5 

60.8 

1977 .. 

308.9 

303.7 

145.3 

134.4 

24.1 

5.2 

252.4 

56.5 

1978 .. 

340.8 

332.8 

150,2 

156.2 

26.4 

8,0 

274.0 

66.9 

1979  . 

369.5 

366.1 

163.4 

174.5 

28.2 

3.4 

302.3 

67.2 

19B0 . 

335.6 

332,7 

144.7 

158.1 

29.9 

2  9 

2M.3 

35.3 

1981 . 

341.8 

337.8 

162.2 

144.7 

31.0 

4,0 

286.5 

55.2 

1982  . 

317.9 

311.2 

139.1 

136.5 

35.5 

6.8 

271.8 

46.2 

1983  . 

286.7 

269.4 

106.0 

130.5 

32.9 

17.3 

260.1 

26.6 

1984  . 

302.3 

287.1 

139.9 

129.6 

17.6 

15.2 

255.5 

46,7 

1985  . 

280.9 

267.4 

128.4 

120,3 

18.7 

13.4 

231.2 

49.7 

1986  . 

266.8 

246.6 

108.2 

120.9 

17.5 

20.2 

213.7 

53.2 

1987  . 

281.0 

253.0 

107.6 

126.4 

191 

27.9 

217.6 

63,4 

1988 .. 

286.8 

263.4 

111.6 

126.7 

25.0 

233 

222.9 

63.9 

1989.. 

297.3 

280.4 

126.4 

129.5 

24.5 

16.9 

225.1 

72.1 

1993 .. 

295,9 

282.0 

124,5 

134,7 

22,8 

13.9 

226.7 

69.2 

1991 .. 

278.1 

266.2 

117.6 

126.3 

22,3 

11.9 

219.8 

58.3 

1992 .. 

283.9 

270.9 

126.1 

123.4 

21.5 

13.0 

212.9 

71,0 

1993 . 

283,5 

265.0 

114.3 

127.2 

23.5 

185 

218.9 

64.6 

1994 .. 

292.6 

281.9 

136.0 

121.5 

24,4 

10.7 

221.4 

71.2 

1995 .. 

279,6 

270.0 

127.2 

116.4 

26,4 

9,7 

226.9 

52.7 

1995 .. 

307.1 

297.6 

150.7 

119.9 

27.0 

9.6 

230.4 

76.8 

1997 .. 

304.8 

295.2 

144.1 

123.3 

27.8 

9.6 

239.1 

65.7 

1993.. 

294.6 

278.9 

129.3 

1193 

30.3 

15.7 

234.9 

59,7 

1993. 

293.4 

266.5 

115.9 

118.9 

31.8 

26.9 

233.8 

59.6 

2000. 

295.1 

266.7 

116.0 

121.0 

298 

28,4 

233.2 

61.9 

2001 .. 

298.3 

271.5 

113.4 

127.0 

31.1 

26.8 

232.8 

65.5 

2002 .. 

271.1 

256.5 

115.1 

109,9 

31.5 

14.6 

225.1 

46.0 

2003., 

298.2 

279.2 

125.2 

121.0 

33.0 

190 

227,9 

70.3 

2034. 

330.8 

316.3 

140.4 

139.4 

36.5 

14.6 

232.8 

98.1 

2005. 

324.5 

298.0 

124.3 

137.5 

36.1 

265 

238.9 

85,6 

2006. 

306.0 

289.4 

125.2 

125.8 

38.3 

16.7 

245.5 

60.6 

2007 .. 

348.8 

336.6 

155.2 

1422 

39,2 

12.2 

276.9 

71.9 

2008 ., 

380.7 

368.3 

184.5 

141.5 

42.3 

123 

296.3 

84.3 

2009 ., 

343.3 

331.2 

168.6 

119.8 

427 

122 

283.0 

60.4 

2010  , 

361.1 

348.9 

170.7 

1391 

39.0 

12,2 

284.0 

77.1 

2011  . 

417.1 

407,0 

200.5 

159.5 

47.1 

10.1 

302.8 

114,3 

2012 . 

433.2 

423.1 

206.6 

162.3 

54.2 

10.1 

324,8 

1(B.4 

2013  f . 

453.0 

442,5 

216,0 

169.9 

56.6 

10.5 

330.5 

122,5 

2014  P . 

408.1 

402.4 

178.9 

169.6 

53.9 

5.6 

320.0 

88.0 

’  The  GDP  chain-type  ptice  index  is  used  to  convert  the  current-dollar  statistics  to  2009=100  equivalents. 

^  Value  of  production,  Government  payments,  other  farm-related  cash  income,  and  nonmoney  income  produced  by  farms  including  imputed  rent  of  farm 
dwellings. 

]  Crop  receipts  include  proceeds  received  from  commodities  placed  under  Commodity  Credit  Corporation  loans. 

The  value  of  production  equates  to  the  sum  of  cash  receipts,  home  consumption,  and  the  value  of  the  change  in  inventories. 

Note:  Data  for  2013  and  2014  are  forecasts. 

Source.  Department  of  Agriculture  (Economic  Research  Seancel. 
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Table  B-8.  New  private  housing  units  started,  authorized,  and  completed  and  houses  sold, 

1970-2014 


[Thojsands:  monthly  data  at  seasonally  adjusted  annual  rates) 


Yea'  or  month 

New  housing  units  staded 

New  housing  units  authorized 

1 

New 

housing 

units 

completed 

New 

houses 

sold 

Type  of  structure 

Type  of  structure 

Total 

1  unit 

2to4_ 
units  7 

5  units 
or  more 

Total 

1  unit 

2to4 

units 

5  units 
or  more 

1970  . 

1.433.6 

812.9 

84.9 

535.9 

1,351.5 

646.8 

88.1 

616.7 

1.418.4 

485 

1971 

2,052.2 

1,151.0 

120.5 

780.9 

1,924.6 

906.1 

132.9 

885.7 

1,706.1 

656 

1972 

2,356.6 

1,309.2 

141.2 

9062 

2,218.9 

1,033.1 

148.6 

1,037.2 

2,033.9 

718 

1973 

2,045.3 

1,132.0 

118.2 

795.0 

1,819.5 

882.1 

117.0 

820.5 

2,100.5 

634 

1974 

1,337.7 

838.1 

63.0 

381.6 

1,074  4 

643.8 

64.4 

366.2 

1,728.5 

519 

1975 

1.160.4 

892.2 

64.0 

204.3 

939.2 

675.5 

63.8 

199.8 

1,317.2 

549 

1976 

1,537.5 

1,1624 

85.8 

289.2 

1,296.2 

893.6 

93.1 

309.5 

1,377.2 

646 

1977 

1,987.1 

1,450.9 

121.7 

414.4 

1,690.0 

1,126.1 

121.3 

442.7 

1,657.1 

819 

1978 

2,020.3 

1,433.3 

125.1 

4620 

1,8005 

1,182.6 

130.6 

487.3 

1,857.5 

817 

1979 

1,745.1 

1,194.1 

122.0 

429.0 

1,551.8 

981.5 

125.4 

444.8 

1,870.8 

709 

1989 

1,292.2 

852.2 

109.5 

330.5 

1,190.6 

710.4 

114.5 

365.7 

1,501.6 

545 

1981 

1,084.2 

705.4 

91.2 

287.7 

985.5 

564.3 

101.8 

319.4 

1,265,7 

436 

1982 

1,062.2 

652.6 

83.1 

319.6 

1,000.5 

546.4 

88.3 

365.8 

1,005.5 

412 

1983 

1,703.0 

1,057.6 

113.5 

522  0 

1,605.2 

901.5 

133.7 

570.1 

1,390.3 

623 

1984 

1,749.5 

1,034.2 

121.4 

543.9 

1,681.8 

922.4 

142.6 

616.8 

1,652.2 

639 

1985 

1.741.8 

1,072.4 

93.5 

576.0 

1,733.3 

956.6 

120.1 

656.6 

1,703.3 

688 

1983 

1,805.4 

1,179.4 

84.0 

5420 

1,769.4 

1,077.6 

108.4 

583.5 

1,756.4 

750 

1987 

1,620.5 

1,145.4 

65.1 

408.7 

1,534.8 

1,024.4 

89.3 

421.1 

1,658.8 

671 

1983 

1,488.1 

1,031.3 

53.7 

348.0 

1,455.6 

993.8 

75.7 

386.1 

1,529.8 

676 

1989 

1,376.1 

1,003.3 

55.3 

317.6 

1,338.4 

931.7 

66.9 

339.8 

1,422.8 

650 

1993 

1,192.7 

894.8 

37.6 

260.4 

1,110.8 

793.9 

54.3 

262.6 

1,398.0 

534 

1991 

1,013.9 

840.4 

35.6 

137.9 

948.8 

753.5 

43.1 

152.1 

1,090.8 

509 

1992 

1,199.7 

1,029.9 

30.9 

139.0 

1,094.9 

910.7 

45.8 

138.4 

1,157.5 

610 

1993 

1,287.6 

1,125.7 

29.4 

132.6 

1,199.1 

986.5 

52.4 

160.2 

1,192.7 

665 

1994 

1,457.0 

1,198.4 

35.2 

223.5 

1,371.6 

1,068.5 

62.2 

241.0 

1,345.9 

670 

1995 

1,354.1 

1,076.2 

33.8 

244.1 

1,332.5 

997.3 

63.8 

271.5 

1,312.6 

667 

1995 

1,476.8 

1,160.9 

45.3 

270.8 

1,425.6 

1,069.5 

65.8 

290.3 

1,412.9 

757 

1997 

1,474.0 

1,133.7 

44.5 

295.8 

1,441.1 

1,062.4 

68.4 

310,3 

1,400.5 

804 

1998 

1,616.9 

1,271.4 

42.6 

3029 

1,612.3 

1,187.6 

69.2 

355.5 

1,474.2 

886 

1999 

1,640.9 

1,302.4 

31.9 

306.6 

1,663.5 

1,245.7 

65.8 

351.1 

1,694.9 

880 

2003 

1,568.7 

1,230.9 

38.7 

299.1 

1,592.3 

1,198.1 

64.9 

329,3 

1,573.7 

877 

2001 

1,602.7 

1,273.3 

35.6 

292  8 

1,635.7 

1,235.6 

66.0 

335.2 

1,570.8 

908 

2002 

1,704.9 

1,358.6 

33.5 

307.9 

1,747.7 

1,332.6 

73.7 

341.4 

1,648.4 

973 

2003 

1.847.7 

1,499.0 

33.5 

315.2 

1,889.2 

1,460.9 

82.5 

345.8 

1,678.7 

1,086 

2034 

1,955.8 

1,610.5 

42.3 

303.0 

2,070.1 

1,613.4 

90.4 

366.2 

1,841.9 

1,203 

2005 

2,068.3 

1,715.8 

41.1 

311.4 

2,155.3 

1,682.0 

84.0 

389.3 

1,931.4 

1,283 

2005 

1,800.9 

1,465.4 

42.7 

292.8 

1,838.9 

1,378.2 

76.6 

384.1 

1,979,4 

1,051 

2007 

1,355.0 

1,046.0 

31.7 

277.3 

1,398.4 

979.9 

59.6 

359.0 

1,502.8 

776 

2003 

905.5 

622.0 

17.5 

266.0 

905.4 

575.6 

34.4 

295.4 

1,119.7 

435 

2009 

554.0 

445.1 

11.6 

97.3 

583.0 

441.1 

20.7 

121.1 

794.4 

375 

2010 

586.9 

471.2 

11.4 

104.3 

604.6 

447.3 

22.0 

135.3 

651.7 

323 

2011 

608.8 

430.6 

10.9 

167.3 

624.1 

418.5 

21.6 

184.0 

584.9 

306 

2012 . 

780.6 

535.3 

11.4 

233.9 

829.7 

518.7 

25.9 

285.1 

649.2 

368 

2013  r . 

926.7 

618.3 

13.8 

294.6 

976.4 

617.5 

26.6 

332.3 

765.1 

428 

2012:  Jan . 

723 

513 

194 

714 

461 

22 

231 

540 

338 

713 

452 

243 

739 

486 

26 

227 

565 

366 

Mar . 

707 

483 

214 

785 

477 

23 

285 

588 

349 

Apr . 

754 

505 

240 

749 

484 

23 

242 

667 

352 

May . 

711 

515 

181 

806 

499 

23 

284 

613 

369 

June . 

757 

530 

219 

785 

501 

24 

260 

628 

360 

July . 

741 

512 

217 

839 

520 

29 

293 

673 

369 

Aug . 

749 

537 

205 

827 

520 

28 

279 

685 

374 

Sept . 

854 

591 

254 

921 

559 

29 

333 

651 

384 

Oct . 

864 

595 

252 

908 

570 

26 

312 

741 

365 

Nov . 

842 

576 

256 

933 

574 

29 

330 

677 

398 

Dec . 

983 

620 

345 

943 

584 

30 

329 

672 

396 

2013.  Jan  . 

893 

614 

273 

915 

588 

26 

301 

720 

458 

Feb . 

969 

652 

307 

952 

600 

31 

321 

727 

445 

Mar . 

1,035 

623 

356 

890 

599 

25 

265 

810 

443 

Apr . 

852 

593 

244 

1,005 

614 

25 

366 

693 

446 

May . 

919 

597 

311 

985 

620 

27 

338 

711 

429 

June . 

835 

605 

219 

918 

625 

26 

267 

759 

450 

July . 

891 

587 

285 

954 

609 

27 

318 

783 

373 

Aug . 

883 

620 

251 

926 

627 

23 

276 

765 

388 

Sept . 

873 

580 

283 

974 

615 

28 

331 

762 

403 

Oct . 

899 

600 

289 

1,039 

621 

27 

391 

814 

452 

1  101 

713 

379 

1  017 

641 

24 

352 

826 

444 

1  048 

681 

344 

991 

610 

26 

355 

778 

427 

2014:  Janf . 

880 

573 

300 

945 

599 

27 

319 

814 

458 

'  Authoritedby  issuance  of  local  building  permits  in  pertnit  issuing  places:  20,000  places  beginning  with  2004: 19, OKI  for  1994-2003, 17,000  for  1934-93, 
16,000  for  1978-83: 14,090  for  1972-77:  and  13,000  for  1970-71. 

7  Monthly  data  do  not  meet  publication  standards  because  tests  for  identifiable  and  stable  seasonality  do  not  meet  reliability  standards. 

Note.  One-unit  estimates  prior  to  1 999,  for  new  housing  units  staned  and  completed  and  for  new  houses  sold,  include  an  upward  adjustment  of  3.3  percent 
to  account  for  structures  in  permit-issuing  areas  that  did  not  have  permit  authorization. 

Source:  Department  of  Commerce  iBureau  of  the  Census). 
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Table  B-9.  Median  money  income  (in  2012  dollars)  and  poverty  status  of  families  and 
people,  by  race,  2003-2012 


Race, 

Ffispanic  origin, 
and 
year 

Families ' 

People  below 
poverty  level 

Median  money  income  (in  2012  dollarsi 
of  people  15  years  old  and  over 
with  income  7 

1 

Below  poverty  level  | 

Number 

(mil¬ 

lions) 

Median 
money 
income 
(in 
2012 
dol¬ 
lars)  7 

Total 

Female 
householder, 
no  husband 
present 

Number 

(mil¬ 

lions) 

Percent 

Males  j 

Females 

Number 

(mil¬ 

lions) 

1 

Percent 

1 

Number 

(mil¬ 

lions) 

Percent 

All 

people 

Year- 

round 

full-time 

workers 

1 

All 

people 

Year- 

round 

full-time 

workers 

TOTAL  (all  races)  3 

2003  . 

76.2 

S65.767 

7.6 

10.0 

3.9 

28,0 

35.9 

12.5 

537,367 

S51.813I 

$21,547 

$39,516 

2004' . 

76.9 

65,715 

7.8 

lOU 

4.0 

28.3 

37,0 

12.7 

37,094 

50.649 ! 

21,476 

39,039 

2005  . 

77.4 

66,092 

7.7 

99 

40 

28.7 

37.0 

12,6 

36.784 

49,619 1 

21,848 

39,114 

2006  . 

78.5 

66,514 

7.7 

9.8 

4.1 

28.3 

36.5 

12.3 

36,744 

51,198! 

22,792 

39,846 

2007  . 

77.9 

67,944 

7.6 

9.8 

4,1 

28,3 

37.3 

12.5 

36,761 

51,188! 

23,169 

40.051 

2003  . 

78.9 

65,607 

8.1 

10.3 

4.2 

28.7 

398j 

13.2 

35,363 

50,952 ! 

22,253 

39,125 

2009  5 . 

78.9 

64,323 

8.8 

11.1 

4.4 

29.9 

43.6 

14.3 

34,452 

52,629 

22,434 

39,858 

20105 . 

79.6 

63.434 

9.4 

11.8 

4,8 

31.7 

46,3 

15.1 

33,915 

52,814 ! 

21,878 

40,480 

2011 . 

80.5 

62,248 

9.5 

11.8 

4,9 

31.2 

46.2 

15.0 

33.675 

51,367 

21,543 

39,493 

2012 . 

80.9 

62,241 

95 

11.8 

4.8 

30.9 

46.5 

15.0 

33,904 

50,683 

21,520 

40,019 

WFfITE,  non-Hispanic  ^ 

2003  . 

54.0 

74,827 

3.3 

6.1 

1.5 

20.4 

15,9 

8.2 

40,363 

57,795 

22,847 

42,493 

2004 < . 

54.3 

74,1431 

3.5 

6.5 

1.5 

20.8 

16.9 

8.7 

40,938 

57,110 

22,409 

42.451 

2005 

54.3 

74,280 1 

3.3 

6.1 

1.5 

21.5 

16.2 

8.3 

41,571 

56,595 

22,877 

42,102 

2006 

54.7 

75,0081 

3.4 

6.2 

1.6 

22.0 

16.0 

ill 

41,639 

57,446 

23,604 

42,006 

2007 

53.9 

77,4471 

3.2 

5.9 

1.5 

20.7 

16.0 

8.2 

41,386 

56,992 

24,016 

42,832 

2008  . 

54.5 

74,724 

3.4 

6.2 

1.5 

20.7 

17.0 

8.6 

39,893 

55,822 

23,193 

42,091 

20095 . 

54.5 

72,087 

3.8 

7.0 

1.7 

23,3 

18.5 

9.4 

39,377 

56.167 

23,485 

43,103 

20105 . 

53.8 

72,561! 

3.9 

7.2 

1.7 

24.1 

19.3 

9.9 

39,127 

57,555 

22,868 

43,526 

2011 

54.2 

71,288 ! 

4.0 

7.3 

1.8 

23.4 

19.2 

9.8 

38,945 

56,928 

22,690 

42,237 

2012 . 

54.0 

71,478 

3.8 

7.1 

1.7 

23.4 

18,9 

9.7 

38.751 

56,247 

22,902 

42,171 

BLACK  3 

2003  . 

8.9 

42,907 

2.0 

22,3 

1.5 

36.9 

8.8 

24.4 

27,448 

41,734 

!  20,700 

34,484 

2004^ . 

8.9 

42.725 

2.0 

22  8 

1.5 

37.6 

9.0 

24.7 

27,581 

38.558 

!  21,101 

35.428 

2005 

9.1 

41,711 

2.0 

22.1 

1.5 

36.1 

9.2 

24.9 

26,643 

40,263 

i  20,737 

35,711 

2006 

9.3 

43,581 

2.0 

21.6 

1.5 

36.6 

9.0 

24.3 

28,543 

40,401 

1  21,755 

35,230 

2007 

9.3 

44,454 

2.0 

221 

1.5 

37.3 

9-2 

24.5 

28,595 

40,681 

!  21,873 

34,984 

2003 

9.4 

42,528 

2.1 

22.0 

1.5 

37.2 

9.4 

24.7 

26.931 

41,176 

i  21,538 

34,324 

20095 . 

9.4 

41,116 

2.1 

22.71 

1.5 

36.7 

9.9 

25.8 

25,411 

42,136 

1  20,842 

34,758 

20105 . 

9.6 

40,643 

1  2.3 

24,1 

1.7 

38.7 

10,7 

27.4 

24,533 

39,727 

!  20,689 

35,850 

2011 

9.7 

41,341 

1  2.3 

24.2 

1.7 

39.0 

10.9 

27,6 

23,965 

41,114 

!  20,168 

35,880 

2012 . 

9.8 

40,517 

2.3 

23.7 

1.6 

37.8 

10,9 

272 

24,923 

39,816 

i  20,021 

i  35,090 

ASIAN ' 

1 

2003  . 

3.1 

78.964 

0.3 

10.2 

0.1 

23.8 

1.4 

11,8 

40,313 

57,702 

22,071 

43,176 

2004  ■> . 

3.1 

79,523 

0.2 

7.4 

.0 

13.6 

1.2 

9.8 

40,137 

56,906 

24,946 

44,508 

2005 

3.2 

81,103 

0.3 

9.0 

0.1 

19,7 

1.4 

11.1 

40,242 

58,487 

25,453 

43,297 

2005 

3.3 

84,968 

i  0.3 

7.8 

0.1 

15.4 

1.4 

10.3 

42,611 

59,333 

25,283 

45,835 

2007 

3.3 

85,416 

i  0.3 

7.9 

0.1 

16.1 

1.3 

10.2 

41,187 

56,713 

26,970 

45,752 

2003  . 

35 

78,465 

0.3 

9.8 

0.1 

16.7 

1.6 

11.8 

39,038 

55,224 

24,644 

47,144 

2009  5 . 

3.6 

80,315 

0.3 

94 

0.1 

16.9 

1.7 

12.5 

39,961 

57,193 

26,059 

47,772 

2010  5 . 

3.9 

79,210 

0.4 

9.3 

0.1 

21.1 

1.9 

12.2 

37,725 

55,293 

24,814 

44,146 

2011 

4.2 

74,521 

0.4 

9.7 

0.1 

19.1 

2,0 

12.3 

37.093 

57,459 

22,499 

42,276 

2012 . 

4.1 

77,864 

0.4 

9.4 

0.1 

19,2 

1.9 

11.7 

40,227 

60,253 

23,335 

45,371 

FFISPANIC  (any  race)  ^ 

1 

! 

2003  . 

9.3 

42,786 

i  1.9 

20.8 

0.8 

37.0 

9.1 

22.5 

26,283 

32,976 

!  17,031 

28,791 

2004^ . 

9.5 

43,080 

2.0 

205 

0.9 

389 

9.1 

21.9 

i  26,203 

32,696 

;  17,567 

29,532 

2005 

9.9 

44,537 

1.9 

19.7 

0,9 

38.9 

9,4 

21.8 

1  25,980 

31,716 

!  17,684 

29,429 

2006  . 

10.2 

45,552 

1-9 

18,9 

0.9 

36.0 

9.2 

20.6 

1  26,707 

33,676 

I  17,945 

29,260 

2007 

10.4 

44,922 

2.0 

19.7 

1.0 

38.4 

9.9 

21.5 

1  27,077 

33,724 

!  18,547 

30,070 

2008  . 

10.5 

43,153 

2.2 

21.3 

1,0 

39.2 

11.0 

23,2 

i  25,597 

33,292 

1  17,507 

29,263 

20095 . 

10.4 

42,530 

24 

227 

1.1 

38.8 

12.4 

25.3 

1  23,825 

33,868 

1  17,352 

29,848 

20105 . 

11.3 

41,387 

2.7 

24.3 

1.3 

42.6 

13.5 

26.5 

1  23,610 

33,534 

1  17,157 

30,641 

2011 

11.6 

40,898 

1  2.7 

229 

1,3 

41.2 

13.2 

25,3 

1  24,227 

32,758 

i  17,181 

30,731 

2012 . 

12.0 

40,764 

I  2.8 

23.5 

1,3 

407 

13.6 

25.6 

i  24,592 

32,516 

i  16,725 

29,508 

'  The  term  '  family'  refers  to  a  group  of  two  or  more  persons  related  by  birth,  marriage,  or  adoption  and  residing  together.  Every  family  must  include  a 
reference  person. 

^  Adjusted  by  consumer  price  index  research  series  ICPTU-RSI. 

3  Data  for  American  Indians  and  Alaska  natives,  native  Hawaiians  and  other  Pacific  Islanders,  and  those  reporting  two  or  more  races  are  included  in  the  total 
but  not  shown  separately. 

’  For  2004,  figures  are  revised  to  reflect  a  correction  to  the  weights  in  the  2005  Annual  Social  and  Economic  Supplement. 

I  Beginning  with  data  for  2009,  the  upper  income  interval  used  to  calculate  median  incomes  was  expanded  to  $250,000  or  more. 

=  Reflects  implementation  of  Census  2010-based  population  controls  comparable  to  succeeding  years. 

F  The  Current  Population  Survey  allows  respondents  to  choose  more  than  one  race.  Data  shown  are  for  "white  alone,  non-Ffispanic,"  "black  alone,"  and 
'Asian  alone"  race  categories.  ("Black"  is  also  'blackor  African  American"!  Family  race  and  Ffispanic  origin  a'e  based  on  the  reference  person 
Note;  Poverty  thresholds  are  updated  each  year  to  reflect  changes  in  the  consumer  price  index  (CPI-U). 

For  details  see  publication  Series  P-60  on  the  Current  Population  Survey  and  Annua!  Social  and  Economic  Supplements. 

Source:  Department  of  Commerce  (Bureau  of  the  Census). 


376  I  Appendix  B 


Table  B-10.  Changes  in  consumer  price  indexes,  1945-2013 
[For  all  urban  consumers:  percent  change) 


December 

to 

December 

All  items  less  food  and  energy  I 

Food  I 

Energy* 

C-CPI-U5 

All  items 

Total ' 

Shelter  7  | 

Medical 
care  7 

Apparel 

New 

vehicles 

Total’ 

At  home 

Away 

from 

home 

Total  ’ 

Gasoline 

1945 

22 

1 

2.6 

4.9 

3.5 

-1.4 

1946 

181 

8.3 

18.1 

31.3 

7.8 

1947  . 

8.8 

i 

6.9 

8.2 

11.3 

16.4 

1948  . 

30 

. 

5.8 

5.1 

11.5 

-.8 

-1.1 

6.2 

1949  . 

-2.1 

. 

1.4 

-7.4 

4.0 

-3.9 

-3.7 

1.6 

1950  . 

5.9 

3.4 

5.3 

.2 

9.8 

9.5 

1 

1.6 

1951 

6.0 

i 

5.8 

5.7 

9.7 

7.1 

7.6 

2.1 

1952 

.8 

4.3 

-2.9 

44 

-1.0 

-1.3 

I 

.5 

1953 

.7 

3.2 

3.5 

.7 

-1.7 

-1.1 

-1.6 

10.1 

1954 

-.7 

1.8 

2.3 

-.7 

1.3 

-1.8 

-2.3 

0.9 

-1.4 

1955 

.4 

.9 

3.3 

.5 

-2  3 

-.7 

-1.0 

1.4 

4.2 

1956 

30 

26 

32 

25 

7.8 

29 

2.7 

2.7 

3.1 

1957 

29 

34 

47 

9 

20 

2.8 

3.0 

3.9 

2.2 

1958 

1.6 

1.7 

.8 

4.5 

.2 

6.1 

2.4 

1.9 

2.1 

-0.9 

-3.8 

1959 

1.7 

2.0 

2.0 

3.8 

1.3 

-.2 

-1.0 

-1.3 

3.3 

4.7 

7.0 

1960 

1.4 

1.0 

1.6 

3.2 

1.5 

-3.0 

3.1 

32 

2.4 

1.3 

1.2 

1961 

.7 

1.3 

.8 

3.1 

.4 

.2 

-.7 

-1.6 

23 

-1.3 

-3.2 

1962 

1.3 

1.3 

.8 

2.2 

.6 

-1.0 

1.3 

1.3 

3.0 

2.2 

3.8 

1953 

1.6 

1.6 

1.9 

2.5 

1.7 

-.4 

2.0 

1.6 

1.8 

-.9 

-2.4 

1954 

1.0 

1.2 

1.5 

2.1 

.4 

-.6 

1.3 

1.5 

1.4 

.0 

.0 

1965  . . 

1.9 

1.5 

2.2 

28 

1.3 

-2  9 

3.5 

3.6 

32 

1.8 

4.1 

1965 

3^ 

3.3 

4.0 

6.7 

3.9 

.0 

4.0 

3.2 

5.5 

1.7 

3.2 

1957 

3.0 

3.8 

2.8 

6.3 

4.2 

2.8 

1.2 

.3 

46 

1.7 

1.5 

1963 

4.7 

5.1 

6.2 

6.3 

1.4 

4.4 

5.6 

1.7 

1.5 

1969 

6.2 

6.2 

8.7 

6.2 

5.2 

21 

7.0 

7.1 

7.4 

2.9 

3.4 

1970 

5.6 

6.6 

8.9 

7.4 

3.9 

6.6 

2.3 

1.3 

6.1 

4.8 

2.6 

1971 

3.3 

3.1 

2.7 

46 

2.1 

-3.2 

4.3 

4.3 

4.4 

3.1 

-.4 

1972 

3.4 

3.0 

4.0 

3.3 

2.6 

.2 

4.6 

5.1 

4.2 

26 

2.8 

1973 

8.7 

4.7 

7.1 

5.3 

4.4 

1.3 

20.3 

22.0 

127 

17.0 

19.6 

1974 

123 

11.1 

11.4 

12.6 

8.7 

11.4 

12.0 

124 

11.3 

21.6 

20.7 

1975 

6.9 

6.7 

7.2 

9.8 

2.4 

7.3 

6.6 

6.2 

7.4 

11.4 

11.0 

1976 

49 

6.1 

4.2 

10.0 

4.6 

4.8 

.5 

-.8 

6.0 

7.1 

2.8 

1977 

6.7 

6.5 

8.8 

8.9 

4.3 

7.2 

8.1 

7.9 

7.9 

7.2 

4.8 

1978 

9.0 

8.5 

11.4 

8.8 

3.1 

6.2 

11.8 

12.5 

10.4 

7.9 

8.6 

1979 

13.3 

11.3 

17.5 

10.1 

5.5 

7.4 

10.2 

9.7 

11.4 

37.5 

52.1 

1980  . 

12.5 

12.2 

15.0 

9.9 

6.8 

7.4 

10.2 

10.5 

9.6 

IB.O 

18.9 

1981 

8.9 

9.5 

9.9 

12.5 

3.5 

6.8 

4.3 

2.9 

7.1 

11.9 

9.4 

1982 

3.8 

4.5 

24 

11.0 

1.6 

14 

3.1 

2.3 

5.1 

1.3 

-6.7 

1983  . 

3.8 

4.8 

4.7 

6.4 

2.9 

3.3 

2.7 

1.8 

4.1 

-.5 

-1.6 

1984 

3.9 

4.7 

5.2 

6.1 

2.0 

25 

3.8 

3.6 

4.2 

.2 

-2.5 

1985  . 

3.8 

4.3 

6.0 

6.8 

2.8 

36 

2.6 

2.0 

3.8 

1.8 

3.0 

1936  . 

1.1 

3.8 

4.6 

7.7 

.9 

5.6 

3.8 

3.7 

4.3 

-19.7 

-30.7 

1987 

44 

4.2 

4.8 

5.8 

4.8 

1.8 

3.5 

3.5 

3.7 

8.2 

18.6 

1988  . 

4.4 

4.7 

4.5 

6.9 

4.7 

22 

5.2 

6.6 

44 

.5 

-1.8 

1989  . 

4.6 

4.4 

49 

8.6 

1.0 

24 

6.6 

6.2 

4.6 

5.1 

6.5 

1993  . 

6.1 

5.2 

5.2 

9.6 

5.1 

20 

5.3 

5.8 

4.5 

18.1 

36.8 

1991 

3.1 

4.4 

3.9 

7.9 

3.4 

3.2 

1.9 

1.3 

29 

-7.4 

-16.2 

1992  . 

2.9 

3.3 

2.9 

6.6 

1.4 

2.3 

1.6 

1.5 

1.4 

20 

2.0 

1993  . 

27 

3.2 

3.0 

5.4 

.9 

3.3 

2.9 

3.5 

1.9 

-1.4 

-5.9 

1994  . 

27 

2.6 

3.0 

49 

-1.6 

3.3 

2.9 

3.5 

1.9 

22 

6.4 

1995  . 

25 

3.0 

3.5 

3.9 

.1 

1.9 

2.1 

20 

2.2 

-1.3 

-4.2 

1995  . 

3.3 

2.6 

2.9 

3.0 

-.2 

1.8 

4.3 

4.9 

3.1 

8.6 

12.4 

1997  . 

1.7 

2.2 

3.4 

2.8 

1.0 

-.9 

1.5 

1.0 

26 

-3.4 

-6.1 

1993  . 

1.6 

2.4 

3.3 

3.4 

-.7 

.0 

2.3 

2.1 

2.5 

-8.8 

-15.4 

1999  . 

2.7 

1.9 

25 

3.7 

-.5 

-.3 

1.9 

1.7 

23 

134 

30.1 

2000  . 

3.4 

2.6 

3.4 

4.2 

-1.8 

.0 

2.8 

2.9 

24 

142 

13.9 

2.6 

2001  . 

1.6 

2.7 

42 

4.7 

-3.2 

-.1 

29 

2.6 

3.0 

-13.0 

-24.9 

1.3 

2002  . 

2.4 

1.9 

3.1 

5.0 

-1.8 

-2.0 

1.5 

.8 

2.3 

10.7 

24.8 

2.0 

2003  . 

1.9 

1.1 

2.2 

37 

-2.1 

-1.8 

3.6 

4.5 

23 

6.9 

6.8 

1.7 

2004  . 

3.3 

1  2.2 

2.7 

4.2 

-.2 

.6 

2.7 

2.4 

3.0 

16.6 

26.1 

3.2 

2005  . 

3.4 

2.2 

26 

43 

-1.1 

-.4 

2.3 

1.7 

3.2 

17.1 

16.1 

2.9 

2005 . 

25 

2.6 

4.2 

3.6 

.9 

-.9 

2.1 

1.4 

32 

2.9 

6.4 

2.3 

2037  . 

4.1 

2.4 

3.1 

5.2 

-.3 

-.3 

4.9 

5.6 

4.C 

17.4 

296 

3.7 

2008  . 

.1 

l.£ 

1.9 

2.6 

-1.0 

-32 

5.9 

6.6 

5.C 

-21.3 

-43.1 

.2 

2009  . 

2.7 

1.8 

.3 

34 

1.9 

4.9 

-.5 

-24 

1.9 

1  18.2 

53.5 

2.5 

2010 . 

1.5 

.8 

.4 

3.3 

-1.1 

-.2 

1.5 

1.7 

1.3 

1  7.7 

13.8 

1.3 

2011 . 

3C 

22 

1.9 

3.5 

46 

3.2 

4.7 

6.C 

29 

6.6 

9.9 

2.9 

2012 . 

1.7 

1.; 

22 

3.2 

l.E 

1.6 

1.! 

1  1.3 

25 

1  .5 

1.7 

1.5 

2013 . 

1.5 

1.7 

2.5 

20 

.6 

.4 

1.1 

_ ^ 

_ ^ 

_ i 

-1.0 

1.3 

'  Includes  other  items  not  shown  separately. 

2  Data  beginning  with  1983  incorporate  a  rental  equivalence  measure  for  homeowners'  costs. 

3  Commodities  and  services. 

^  Household  energy-electricity,  utility  (pipedi  gas  service,  fuel  oil,  etc.-and  motor  fuel. 

5  Chained  consumer  price  index  |C-CPi-UI  introduced  in  2002.  Reflects  the  effect  of  substitution  that  consumers  make  across  item  categories  in  response  to 
changes  in  relative  prices.  Data  for  201 3  are  subject  to  revision. 

Note  Changes  from  December  to  December  are  based  on  unadjusted  indexes. 

Series  reflect  changes  in  composition  and  renaming  beginning  in  1998,  and  formula  and  methodology  changes  in  1999. 

Source:  Department  of  Labor  (Bureau  of  Labor  Statistics). 
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Table  B-1  1.  Civilian  population  and  labor  force,  1929-2014 
[Monthly  data  seasonally  adjusted,  except  as  noted] 


Year  or  month 

Civilian 

noninstitu¬ 

tional 

population! 

Civilian  labor  force 

No!  in 
labor 
force 

Civilian 
labor  force 
participa¬ 
tion  rate  ‘ 

Civilian 
employ¬ 
ment/ 
papulation 
ratio  T 

Unemploy¬ 
ment 
rate, 
civilian  _ 
workers' 

!  Employment 

Unemploy¬ 

ment 

Total 

Total 

Agricultural 

Non- 

agricultural 

Thousands  of  persons  14  years  of  age  and  over 

Percent 

1929  . 

49,180 

47,630 

10,450 

37,180 

1  550 

3.2 

1930 

49  820 

45480 

10340 

35  140 

4  340 

87 

193! . 

50,420 

42,400 

10,290 

32,110 

8,020 

15.9 

1932  . 

51,000 

38,940 

10,170 

28,770 

12,060 

23.6 

1933  . 

51,590 

38,760 

10,090 

28,670 

12,830 

24.9 

1934  . 

52,230 

40,890 

9,900 

30.990 

11,340 

21,7 

1935  . 

52,870 

42,260 

10,110 

32,150 

10.610 

20.1 

1935  . 

53,440 

44,410 

10,000 

34,410 

9,030 

16,9 

1937  . 

54,000 

46,300 

9,820 

36,480 

7,700 

14,3 

1938  . 

54,610 

44,220 

9,690 

34,530 

10,390 

19,0 

1939  . 

55,230 

45,750 

9.610 

36,140 

9,430 

17.2 

1940  . 

99,840 

55,640 

47,520 

9,540 

37,930 

8.120 

44,200 

55.7 

47.6 

14.6 

1941 . 

99,900 

55,910 

50,350 

9,100 

41,250 

5.560 

43,990 

56.0 

50.4 

9.9 

1942  . 

98,640 

56,410 

53,750 

9,250 

44.500 

2,660 

42,230 

57.2 

54.5 

4.7 

1943  . 

94,640 

55,540 

54,470 

9,080 

45,390 

1,070 

39,100 

58-7 

57.6 

1,9 

1944  . 

93,220 

54,630 

53,960 

8,950 

45,010 

670 

38,590 

58.6 

57.9 

1.2 

1945  . 

94,093 

53,860 

52,820 

8,580 

44,240 

1,040 

40,230 

57.2 

56.1 

1.9 

1946  . 

103,070 

57,520 

55,250 

8,320 

46,930 

2,270 

45,550 

55.8 

53.6 

3.9 

1947  . 

106,018 

60,168 

57,812 

8,256 

49,557 

2,356 

45,850 

56.8 

54.5 

3.9 

Thousands  of  persons  1 6  years  of  age  and  over 

1947 

101,827 

59,350 

57,038 

7,890 

49,148 

2,311 

42.477 

58.3 

56.0 

3.9 

1948 

103,068 

60,621 

58,343 

7,629 

50,714 

2,276 

42,447 

58.8 

56.6 

3.8 

1949 

103,994 

61,286 

57,651 

7,658 

49,993 

3,637 

42,708 

58.9 

55.4 

5.9 

1959 

104,995 

62,208 

58,918 

7,160 

51,758 

3.288 

42,787 

59.2 

56-1 

5.3 

1951 

104,621 

62,017 

59,961 

6,726 

53,235 

2,055 

42,604 

59.2 

57.3 

3.3 

1952 

105,231 

62,138 

60,250 

6,600 

63,749 

1,883 

43,093 

59.0 

57.3 

3,0 

1953 

107,056 

63,015 

61,179 

6.260 

54,919 

1,834 

44,041 

58.9 

57.1 

2.9 

1954 

108,321 

63,643 

60,109 

6,205 

53,904 

3,532 

44.678 

58,8 

55.5 

5.5 

1955 

109,683 

65,023 

62,170 

6,450 

55,722 

2,852 

44,660 

59.3 

56.7 

4.4 

1956 

110,954 

66,552 

63,799 

6,283 

57,514 

2,750 

44,402 

60.0 

57.5 

4.1 

1957 

112,265 

66.929 

64,071 

5,947 

58,123 

2,859 

45,336 

59.6 

57.1 

4.3 

1958 

113,727 

67,639 

63,036 

5,586 

57,450 

4,602 

45.088 

59.5 

55.4 

6.8 

1959 

115,329 

68,369 

64,630 

5,565 

59,065 

3,740 

46,960 

59.3 

56.0 

5.5 

1960 

117,245 

69,628 

65,778 

5,458 

60.318 

3,852 

47,617 

59.4 

56.1 

5.5 

1961 

118,771 

70,459 

65,746 

5,200 

60,546 

4,714 

48,312 

59.3 

55.4 

6.7 

1962 

120,153 

70,614 

66,702 

4,944 

61,759 

3,911 

49,539 

58.8 

55.5 

5.5 

1963 

122,416 

71,833 

67,762 

4,687 

63,076 

4,070 

50,583 

58.7 

55.4 

57 

1964 

124,485 

73,091 

69,305 

4,523 

64,782 

3,786 

51,394 

58.7 

55.7 

5.2 

1965 

126,513 

74,455 

71,088 

4,361 

66,726 

3,366 

52,058 

58.9 

56.2 

4.5 

1965 

128,058 

75,770 

72,895 

3,979 

68,915 

2,875 

52,288 

59.2 

56.9 

3.8 

1967 

129,874 

77,347 

74,372 

3,844 

70,527 

2,975 

52,527 

59.6 

57.3 

3.8 

1968 

132,028 

78,737 

75,920 

3,817 

72,103 

2,817 

53,291 

59.6 

57.5 

3.6 

1969 

134,335 

80,734 

77,902 

3,606 

74,296 

2,832 

53,602 

60.1 

58.0 

3.5 

1970 

137,085 

82,771 

78,678 

3,463 

75,215 

4,093 

54,315 

60.4 

57.4 

4.9 

1971 

140,216 

84,382 

79,367 

3,394 

75,972 

5.016 

55,834 

60.2 

56.6 

5.9 

1972 

144,126 

87,034 

82,153 

3,434 

78,659 

4.882 

57,091 

60.4 

57.0 

5.6 

1973  . 

147,096 

89,429 

85,064 

3,470 

81,594 

4,365 

57,667 

60.8 

57.8 

4.9 

1974  „ 

150,120 

91,949 

85,794 

3,515 

83,279 

5,156 

58,171 

61.3 

57.8 

5.6 

1975 .. 

153,153 

93,775 

85,846 

3,408 

82,438 

7,929 

59,377 

61.2 

56.1 

8.5 

1976 .. 

155,150 

96,158 

88,752 

3,331 

85,421 

7,405 

59,991 

61.6 

56.8 

7.7 

1977  . 

159,033 

99,009 

92,017 

3,283 

88,734 

6,991 

60,025 

62.3 

57.9 

7.1 

1978 

161,910 

102,251 

96,048 

3,387 

92,661 

6,202 

59.659 

63,2 

59.3 

6-1 

1979 

164,863 

104,962 

98,824 

3,347 

95,477 

6,137 

59,900 

63.7 

59.9 

5.8 

1980 

167,745 

106,940 

99,303 

3,364 

95,938 

7,637 

60,806 

63.8 

59,2 

7.1 

1981 

170,130 

108,670 

100,397 

3,368 

97,030 

8,273 

61,460 

63.9 

1  59.0 

7.6 

1982 

172,271 

110,204 

99,526 

3,401 

96,125 

10,678 

62,067 

64  0 

57.8 

9.7 

1983 

174,215 

111,550 

100,834 

3,383 

97,450 

10,717 

62,665 

64.0 

57.9 

9.6 

1984 

176,383 

113,544 

105,005 

3,321 

101,685 

8,539 

62,839 

64.4 

59,5 

7.5 

1985  . 

178,205 

115,461 

107,150 

3,179 

103,971 

8,312 

62,744 

64,8 

60.1 

7.2 

1985 

183,587 

117,834 

109,597 

3,163 

106,434 

8,237 

62,752 

65.3 

1  60,7 

7,0 

1987  . 

182,753 

119,865 

112,440 

3,208 

109,232 

7,425 

62.888 

65.6 

1  61.5 

6.2 

1983 ., 

184,613 

121,669 

114,968 

3,169 

111,800 

6,701 

62,944 

65,9 

1  62.3 

5.5 

1989. 

185,393 

123,869 

117,342 

3,199 

114,142 

6,528 

62.523 

1  665 

1  63.0 

5.3 

'  Not  seasonally  adjusted. 

2  Civilian  labor  force  as  percent  of  civilian  noninstitutional  population, 

3  Civilian  employment  as  percent  of  civilian  noninstitutional  population. 
■*  Unemployed  as  percent  of  civilian  labor  force. 

See  next  page  for  continuation  of  table. 
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Table  B-1  1.  Civilian  population  and  labor  force,  1929-2014 — Continued 

IMonthly  data  seasonally  adjusted,  except  as  noted] 


Yea'  or  month 

Civilian 

noninstitu- 

tional 

population  ’ 

Civilian  labor  force 

Not  in 
labor 
force 

Civilian 
labor  force 
participa¬ 
tion  rate  ^ 

Civilian 
employ¬ 
ment/ 
population 
ratio  3 

Unemploy¬ 
ment 
rate, 
civilian  _ 
workers'* 

Total 

Employment 

Unemploy¬ 

ment 

Total 

Agricultural 

Non¬ 

agricultural 

Thousands  of  persons  16  years  of  age  and  over  | 

Percent 

1990  . 

189,164 

125,840 

118,793 

3,223 

115,570 

7,047 

63,324 

66.5 

62.8 

5.6 

1991 . 

193,925 

126,346 

117,718 

3,269 

114,449 

8,628 

64,578 

66.2 

61.7 

6.8 

1992 

192,805 

128,105 

118,492 

3,247 

115,245 

9,613 

64,700 

66.4 

61.5 

7.5 

1993 

194,833 

129,200 

120,259 

3,115 

117,144 

8,940 

65,638 

66.3 

61.7 

6.9 

1994 

196,814 

131,056 

123,060 

3,409 

119,651 

7,996 

65,758 

66.6 

62.5 

6.1 

1995 

193,584 

132,304 

124,900 

3,440 

121,460 

7.4M 

66,280 

66.6 

62.9 

5.6 

1995 

203,591 

133,943 

126,708 

3,443 

123,264 

7,236 

66,647 

66.8 

63.2 

5.4 

1997 

203.133 

136,297 

129,658 

3,399 

126,169 

6,739 

66,837 

67.1 

63.8 

4.9 

1993 

205.220 

137,673 

131,463 

3,378 

128,035 

6,210 

67,547 

67.1 

64.1 

45 

19M 

207,753 

139,366 

133,488 

3,281 

130,207 

5,880 

68,385 

67.1 

64.3 

4.2 

20035 . 

212,577 

142.583 

136,691 

2,464 

134,427 

5,692 

69,994 

67.1 

64.4 

4.0 

2001 

215,092 

143,734 

136,933 

2,299 

134,635 

6,801 

71,359 

66.8 

63.7 

4.7 

2002 

217,570 

144,863 

136,485 

2,311 

134,174 

8,378 

72,707 

66.6 

62.7 

5.8 

2003 

221,168 

146,610 

137,736 

2,275 

135,461 

8,774 

74,658 

66.2 

62.3 

6.0 

2004 

223,357 

147,401 

139,252 

2,232 

137,020 

8,149 

76,956 

66.0 

62.3 

5.5 

2005 

226,082 

149,320 

141,730 

2,197 

139.532 

7,591 

76,762 

66.0 

62.7 

5.1 

20'D3 

228,815 

151,428 

144,427 

2,206 

142,221 

7,001 

77,387 

66.2 

63.1 

4.6 

2007 

231,867 

153,124 

146,047 

2,095 

143,952 

7,078 

78,743 

66.0 

63.0 

4.6 

2003 

233,783 

154,287 

145.362 

2,168 

143.194 

8,924 

79.501 

66.0 

62.2 

5.8 

2009  . 

235,801 

154,142 

139,878 

2,103 

137.774 

14,265 

81,659 

65.4 

69.3 

9.3 

2010 . 

237,829 

153,889 

139,064 

2,206 

136,858 

14,825 

83,941 

64.7 

58.5 

9.6 

2011 . 

239,618 

153,617 

139,869 

2,254 

137,615 

13,747 

86,001 

64.1 

58.4 

9.0 

2012 

243,284 

154,975 

142,469 

2,186 

140,283 

12,506 

88,310 

63.7 

58.6 

8.1 

2013 

245,679 

155,389 

143,929 

2,130 

141,799 

11,460 

90,290 

63.2 

58.6 

7.4 

2011:  Jan . 

238,704 

153,198 

139,287 

2,270 

137,036 

13,910 

85,506 

64.2 

58.4 

9.1 

Feb . 

233.851 

153,280 

139,422 

2,266 

137,182 

13,853 

85,571 

64.2 

58.4 

9.0 

Mar . 

239,00'3 

153,403 

139.655 

2,260 

137.471 

13,748 

85,597 

64.2 

58.4 

9.0 

Apr ..  .  . 

239,146 

163,566 

139,622 

2,143 

137,438 

13,944 

85,580 

64.2 

58.4 

9.1 

May . 

239,313 

153,526 

139,653 

2,230 

137,395 

13,873 

85,787 

64.2 

58.4 

9.0 

June . 

239.489 

153,379 

139,499 

2,253 

137,136 

13.971 

86,110 

64.0 

58.2 

9.1 

July . 

239,671 

153,309 

139.524 

2,225 

137,215 

13,785 

86,362 

64.0 

58.2 

9.0 

Aug . 

239,871 

153,724 

139,904 

2,344 

137,470 

13,820 

86,147 

64.1 

583 

9.0 

Sept . 

240.071 

154,059 

140.154 

2,232 

137,904 

13,905 

86,012 

642 

58.4 

9.0 

Oct . 

240,269 

153,949 

140,335 

2,211 

133,283 

13,604 

86,330 

64.1 

58.4 

88 

Nov . 

249,441 

154,072 

140,747 

2,251 

138,500 

13,326 

86.368 

64.1 

58.5 

8.6 

Dec . 

240,584 

153.927 

140,836 

2,362 

138,454 

13,0K) 

86,658 

64.0 

58.5 

8.5 

2012:  Jan  . 

242,269 

154.328 

141,677 

2,211 

139,437 

12,650 

87,942 

63.7 

58.5 

8.2 

Feb . 

242,435 

154,826 

141,943 

2,193 

139,782 

12,883 

87,610 

63.9 

58.5 

8.3 

Mar . 

242,604 

164,811 

142,079 

2,246 

139,888 

12,732 

87,793 

63.8 

58.6 

8.2 

Apr . 

242,784 

154,565 

141,963 

2,203 

139,712 

12,603 

88,218 

63.7 

58.5 

8.2 

May  . 

242,966 

164,946 

142,257 

2,278 

139,980 

12,689 

88,019 

63.8 

58.6 

8.2 

June . 

243,155 

155,134 

142,432 

2,221 

140,246 

12,702 

88,022 

63.8 

58.6 

8.2 

July . 

243,354 

154,970 

142,272 

2,212 

140,020 

12,698 

88.384 

63.7 

58.5 

8.2 

Aug . 

243,566 

154,669 

142,204 

2,106 

140,017 

12,464 

88,897 

63.5 

58.4 

8.1 

Sept . 

243,772 

155,016 

142,947 

2,178 

140,773 

12,070 

88,754 

63.6 

58.6 

7.8 

Oct . 

243,963 

155,507 

143,369 

2,176 

141,379 

12,138 

88.476 

63.7 

58.8 

7.8 

Nov . 

244,174 

155,279 

143,233 

2,126 

141,110 

12,045 

88,895 

63.6 

58.7 

7.6 

Dec . 

244,359 

155,485 

143,212 

2,066 

141,121 

12,273 

88,865 

63.6 

58.6 

7.9 

2013.  Jan  . 

244,663 

155.699 

143,384 

2,057 

141,234 

12,315 

88,963 

63.6 

58.6 

7.9 

Feb . 

244,828 

155,511 

143,464 

2,070 

141.393 

12,047 

89,317 

63.5 

58.6 

7.7 

Mar  . 

244,995 

155,099 

143,393 

2,020 

141.350 

11,706 

89,896 

63.3 

58.5 

7.5 

Apr . 

245,175 

155,359 

143,676 

2,048 

141,604 

11,683 

89,815 

63.4 

58.6 

7.5 

May . 

245,363 

155,609 

143,919 

2,081 

141,860 

11,690 

89,754 

63.4 

68.7 

7.5 

June . 

245,552 

155,822 

144,075 

2,091 

142,021 

11,747 

89,730 

63.5 

58.7 

7.5 

July . 

245,756 

155,693 

144,285 

2,171 

142,081 

11,408 

90,062 

63.4 

58.7 

7.3 

Aug . 

245,959 

155,435 

144,179 

2,205 

141,918 

11,266 

90,524 

632 

53.6 

7.2 

Sept . 

246,168 

165,473 

144,270 

2,208 

142,058 

11,203 

90,695 

63.2 

586 

7.2 

Oct . 

246,381 

154,625 

143,485 

2,208 

141,449 

11,140 

91,756 

62.8 

58.2 

7.2 

Nov . 

246,567 

155,284 

144,443 

2,139 

142.317 

10,841 

91,283 

63.0 

586 

7.0 

Dec . 

246,745 

154,937 

144,586 

2,229 

142,337 

10,351 

91,808 

628 

58.6 

6.7 

2014:  Jan . 

246,915 

155,460 

145,224 

2,183 

142,970 

10.236 

91,455 

63.0 

58.8 

6.6 

5  Beginning  in  2000,  data  for  agricultural  employment  are  for  agricultural  and  related  industries,  data  for  this  series  and  for  nonagricultural  employment  are 
not  strictly  comparable  with  data  for  earlier  years.  Because  of  independent  seasonal  adjustment  for  these  two  series,  monthly  data  will  not  add  to  total  civilian 
employment 

Note,  labor  force  data  in  Tables  B-1 1  through  B-1 3  are  based  on  household  interviews  and  usually  relate  to  the  calendar  week  that  includes  the  12th  of 
the  month.  Historical  comparability  is  affected  by  revisions  to  population  controls,  changes  in  occupational  and  industry  classification,  and  other  changes  to  'he 
survey.  In  recent  years,  updated  population  controls  have  been  introduced  annually  with  the  release  of  January  data,  so  data  are  not  strictly  comparable  with 
earlier  periods,  Padicularly  notable  changes  were  introduced  for  data  in  the  years  1953, 1960, 1962, 1972, 1973, 1978, 1980, 1990, 1994, 1997, 1998, 2(XI0, 
2003, 2008  and  2012.  For  def  nitions  of  terms,  area  samples  used,  historical  comparability  of  the  data,  comparability  with  other  series,  etc.,  see  Employment 
and  Earnings  or  concepts  and  methodology  of  the  CPS  at  http://mvw.bls.gov/cps,'documentation.htm#concepts. 

Source.  Department  of  labor  (Bureau  of  Labor  Statistics). 
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Table  B-12.  Civilian  unemployment  rate,  1970-2014 
[Percent  monthly  data  seasonally  adjusted,  except  as  noted] 


Year  or  month 

All 

civilian 

work¬ 

ers 

Wales  j 

Females  | 

Both 

sexes 

16-19 

years 

By  race  | 

Hispanic 

or 

latino 

ethnic¬ 

ity' 

Married 

men. 

spouse 

present 

i 

Women 

who 

maintain 

families 

(NSA)3 

Total 

[ 

16-19 

years 

20 

years 

and 

over 

Total 

16-19 

years 

20 

years 

and 

over 

White  ^ 

Black  i 
and  j 
other  7 

Black  or  | 
African  | 
Ameri- 1 
can  7  1 

Asian 

(NSAI7.3 

1970  . 

4.9 

4.4 

15.0 

3.5 

5.9 

15.6 

4.8 

15.3 

4.5 

8.2 

. i 

111 

5.4 

1971 . 

5.9 

53 

166 

4.4 

69 

172 

57 

16.9 

5.4 

9.9 

.  1 

32 

7.3 

1972 

5.6 

5.0 

15.9 

4.0 

6.6 

16.7 

5.4 

16.2 

5.1 

10.0 

10.4 

28 

7.2 

1973 

4.9 

4.2 

13.9 

33 

60 

153 

49 

14.5 

4.3 

9.0 

9.4 

7.5 

21, 

7.1 

1974 

5.6 

4.9 

15.6 

3.8 

6.7 

16.6 

5.5 

16.0 

5.0 

9.9 

10.5 

8.1 

27 

7.0 

1975 

85 

7  9 

20.1 

68 

93 

19  7 

80 

19.9 

7.8 

13.8 

14.8 

12.2 

511 

10.0 

1976 

7.7 

7.1 

19.2 

5.9 

8.6 

18.7 

7.4 

19.0 

7.0 

13.1 

14.0 

11.5 

42  1 

10.1 

1977 

7.1 

63 

17.3 

52 

82 

18.3 

70 

17.8 

6.2 

13.1 

14.0 

.  j 

10.1 

36  i 

9.4 

1976 

6.1 

5.3 

15.8 

4.3 

7.2 

17.1 

6.0 

16.4 

5.2 

11.9 

12.8 

9.1 

281 

8.5 

1979 

5.8 

5.1 

15.9 

4.2 

6.8 

16.4 

5.7 

16.1 

5.1 

11.3 

123 

.  1 

8.3 

28! 

8.3 

1980 

7.1 

6.9 

18.3 

59 

7.4 

172 

64 

17.8 

6.3 

13.1 

14.3 

10.1 

4.2  i 

9.2 

1981 

7.6 

7.4 

20.1 

6.3 

7.9 

19.0 

6.8 

19.6 

6.7 

14.2 

15.6 

104 

4.3  i 

10.4 

1982 

97 

9.9 

24.4 

88 

94 

21.9 

83 

23.2 

8.6 

17.3 

18.9  i 

13.8 

6.5  i 

11.7 

1983 

9.6 

9.9 

23.3 

8.9 

9.2 

21.3 

8.1 

22.4 

8JJ 

17.8 

19.5! 

13.7 

6.5! 

12.2 

1984 

75 

7.4 

196 

66 

7  6 

18(1 

68 

18.9 

14.4 

15.9 

10.7 

4.6! 

10.3 

1985 

7.2 

7.0 

19.5 

6.2 

7.4 

17.6 

6.6 

18.6 

6.2 

13.7 

15.1 

10.5 

4.31 

10.4 

1985 

7_0j 

6.9 

19.0 

61 

7.1 

176 

6.2 

18.3 

6.0 

13.1  1 

145 

1 

106 

4.4: 

9.8 

1987 

6.2 

6.2 

17.8 

5.4 

6.2 

15.9 

5.4 

16.9 

5.3 

11.6 

13.0 

8.8 

3.9! 

9.2 

1988  . 

55 

55 

16.0 

48 

56 

14.4 

49 

15.3 

4.7 

10.4 

11.7 

8.2 

8.1 

1989  . 

5.3 

5.2 

15.9 

4.5 

5.4 

14.0 

4.7 

15.0 

4.5 

10.0 

11.4 

8.0 

3.0  1 

8.1 

1990  . 

5.6 

5.7 

16.3 

5.0 

5.5 

14.7 

4.9 

15.5 

4.8 

10.1 

11.4 

8.2 

3.4 

8.3 

1991 . 

68 

72 

19.8 

64 

64 

175 

57 

18.7 

6.1 

11.1 

12.5  i 

10.0 

4.4 

9.3 

1992  . 

7.5 

7.9 

21.5 

7.1 

7.0 

18.6 

6.3 

20.1 

6.6 

12.7  i 

14.2  1 

11.6 

5.1 1 

10.0 

1993 

6.9 

7.2 

204 

6.4 

6.6 

175 

6.9 

19.0 

6Tj 

11.7 

13.0 ! 

10.8 

44 

9.7 

1994 

6.1 

6.2 

19.0 

5.4 

6.0 

16.2 

5.4 

17.6 

5.3 

10.5 

11.51 

9.9 

3.7 

8.9 

1995 

5  6 

56 

18.4 

48 

56 

161 

4.9 

17.3 

4.9 

9.6 

10.4 

9.3 

3.3 

8.0 

1996 

5.4 

5.4 

IB.l 

4.6 

5.4 

15.2 

4.8 

16.7 

4.7 

9.3 

10.5 

8.9 

3.0 

8.2 

1997 

4.9 

4.9 

16.9 

42 

5.0 

150 

4.4 

16.0 

4.2 

8.8 

10.0 

7.7 

27 

1  8.1 

1993 

4.5 

4.4 

16.2 

3.7 

4.6 

12.9 

4.1 

14.6 

3.9 

78 

8.9 

7.2 

24 

!  7.2 

1999 

4.2 

4.1 

14.7 

3.5 

4.3 

13.2 

3.8 

139 

3.7 

7.0 

8.0 

I  6.4 

2  2 

64 

2000 

40 

39 

14.0 

33 

4.1 

121 

3.6 

13.1 

30l 

7.6 

3.6 

1  5.7 

2  0 

1  5.9 

2001 

4.7 

4.8 

16.0 

4.2 

4.7 

13.4 

4.1 

14.7 

4.2 

8.6 

4.5 

1  6.6 

27 

6.6 

2002 

58 

59 

18.1 

53 

56 

14.9 

51 

16.5 

5.1 

!  10.2 

5.9 

1  7.5 

3.6 

I  8.0 

2003 

6.0 

6.3 

19.3 

5.6 

5.7 

15.6 

5.1 

17.5 

5.2 

108 

6.0 

1  7.7 

3  8 

!  8.5 

2004 

5.5 

5.6 

18.4 

5.0 

5.4 

15.5 

4.9 

17.0 

4.8 

10.4 

44 

7.0 

3.1 

80 

2005 

5.1 

5.1 

18.6 

4.4 

5.1 

14.5 

46 

16.6 

4.4 

. 

10.0 

4.0 

6.0 

28 

7.8 

2006 

4.6 

46 

169 

4.0 

46 

138 

4.1 

15.4 

4.0 

8.9 

3.0 

5.2 

24 

7.1 

2007 

4.6 

4.7 

17.6 

4.1 

4.5 

13.8 

4.0 

15.7 

4.1 

8.3 

3.2 

5.6 

2.5 

6.5 

2m 

58 

61 

21  2 

54 

54 

162 

49 

187 

52 

101 

40 

76 

34 

80 

2009  . 

9.3 

10.3 

27.8 

9.6 

8.1 

20.7 

7.5 

24.3 

8.5 

148 

7.3 

121 

6.6 

11.5 

2010 . 

9.6 

10.5 

28.8 

9.8 

8.6 

22.8 

8.0 

25.9 

8.7 

16.0 

7.5 

12.5 

6.8 

!  12.3 

2011 . 

8.9 

94 

27.2 

87 

85 

21.7 

79 

24.4 

7.9 

15.8 

7.0 

11.5 

5.8 

I  12.4 

2012 . 

8.1 

8.2 

26.8 

7.5 

7.9 

21.1 

7.3 

24.0 

7.2 

[  13.8 

59 

10.3 

49 

11.4 

2013 . 

7.4 

7.6 

25.5 

7.0 

7.1 

20.3 

6.5 

22.9 

6.5 

!  13.1 

5.2 

9.1 

4.3 

10.2 

2012:  Jan  . 

8.2 

82 

25  7 

76 

8.2 

213 

76 

23.5 

7.4 

13.6 

6.7 

10.5 

1  5.1 

12.0 

Feb . 

8.3 

85 

27.0 

7.8 

8.1 

20.6 

7.6 

23.8 

7.4 

i . 

i  14.0 

6.3 

10.6 

!  5.1 

11.7 

Mar . 

8.2 

84 

26.9 

77 

80 

22  7 

7.4 

24.8 

7.3 

14.1 

6.2 

10.4 

5.2 

108 

Apr . 

8.2 

8.3 

26.9 

7.6 

8.0 

22.1 

7.4 

24.6 

7.4 

13.2 

5.2 

104 

!  5.1 

10.2 

May . 

82 

8.4 

26.7 

7.7 

79 

21.6 

74 

24.2 

7.4 

13.6 

5.2 

1  11.1 

5.2 

109 

June . 

8.2 

8.4 

26.4 

7.7 

7.9 

21.0 

7.4 

23.7 

7.3 

14.1 

6.3 

11.0 

5.0 

11.8 

July . 

8.2 

83 

26.1 

77 

8(1 

212 

75 

23.7 

7.4 

14.2 

6.2 

102 

!  50 

11.7 

Aug . 

8.1 

8.3 

28.5 

7.5 

7.8 

20.2 

7.3 

24.4 

7.2 

13.9 

5.9 

101 

i  4.9 

123 

Sept . 

7.8 

8.0 

27.0 

7.3 

7.6 

20.5 

7.0 

23.8 

7.0 

13.5 

4.8 

9.9 

;  4.6 

!  11.3 

Oct 

7.8 

7.9 

26.8 

7.2 

7.7 

20.7 

7.1 

23  8 

6.9 

1 

:  14.2 

4.9 

10.0 

1  4.6 

i  11.5 

Nov 

78 

79 

26.8 

72 

76 

21  0 

70 

23.9 

6.8 

j  13.3 

6.4 

9.9 

!  4.6 

1  10.7 

Dec . 

7.9 

7.9 

26.7 

7.2 

7.9 

21.3 

7.3 

24.0 

6.9 

j  14.0 

6.6 

9.5 

i  46 

i  11.3 

2013:  Jan  . 

7.9 

8.0 

26.5 

7.4 

7,7 

20.6 

7.2 

23.5 

7.1 

i  13.8 

65 

I  97 

46 

1  11.3 

Feb . 

7.7 

79 

27.2 

72 

76 

23  2 

70 

25.2 

6.8 

i  13.8 

1  6.1 

i  95 

1  4.5 

i  11.0 

Mar . 

7.6 

7.6 

25.8 

6.9 

7.5 

22.1 

6.9 

23.9 

6.7 

1  13.2 

1  5.0 

!  9.2 

!  4.3 

!  10.7 

Apr . 

7.5 

7.8 

259 

7.1 

72 

21.6 

66 

23.7 

6.6 

i  13.1 

t  51 

1  9.0 

1  4.4 

i  10.3 

May . 

7.5 

7.9 

26.8 

7.2 

7.1 

21.3 

6.5 

24.1 

6.6 

1  13.5 

1  4.3 

1  9.1 

i  44 

1  9.9 

June . 

7.5 

7.8 

27.7 

7.0 

7.3 

19.7 

6.8 

23.8 

6.6 

1 . 

1  13.5 

5.0 

9.1 

1  4.4 

i  10.7 

July . 

7.3 

7.7 

26.9 

70 

6.9 

19.8 

64 

23.4 

6.6 

i  126 

5.7 

9.5 

1  43 

10.5 

Aug . 

72 

7.7 

25  0 

70 

68 

20.1 

62 

22.6 

6.4 

1  129 

5.1 

9.3 

i  43 

1  11.0 

Sept . 

7.2 

7.7 

24.1 

7.0 

6.7 

18.1 

6.2 

21.3 

6.3 

i  13.0 

5.3 

8.9 

1  4.3 

i  8.8 

Oct . 

72 

75 

24.4 

69 

69 

196 

64 

22.0 

6.3 

1  13.0 

5.2 

9.0 

i  45 

9.5 

Nov . 

7.0 

7.3 

23.3 

6.7 

6.7 

18.3 

6.2 

20.8 

6.1 

!  12.4 

5.3 

87 

1  4.2 

1  9.7 

Dec . 

6.7 

6.8 

21.1 

6.3 

65 

19.3 

6.0 

20.2 

5.9 

1  11.9 

4.1 

83 

!  3.8 

1  8.7 

2014:  Jan . 

6.6 

6.8 

22.6 

6.2 

6.4 

18.7 

5.9 

20.7 

5.7 

!  121 

48 

84 

1  3.8 

1  9.1 

'  Unemployed  as  percent  of  civilian  labor  force  in  group  specified. 

2  Beginning  in  2003,  persons  who  selected  this  race  group  only.  Prior  to  2003,  persons  who  selected  more  than  one  race  were  included  in  the  group  they 
identified  as  the  main  race.  Data  for  "black  or  African  American"  were  for  "black"  prior  to  2003,  Data  discontinued  for  "black  and  other"  series.  See  Employment 
end  Earnings  ot  concepts  and  methodology  of  the  CPS  at  http;//www.bls.gov/cps/documentation.htm#concepts  for  details. 

3  Not  seasonally  adjusted  (NSA|. 

’  Persons  whose  ethnicity  is  identified  as  Hispanic  or  Latino  may  be  of  any  race. 

Note:  Data  relate  to  persons  16  years  of  age  and  over. 

See  Note,  Table  B-11. 

Source;  Department  of  labor  (Bureau  of  Labor  Statistics). 
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Table  B-13.  Unemployment  by  duration  and  reason,  1970-2014 
[Thousands  of  persons,  except  as  noted:  monthly  data  seasonally  adjusted  ’] 


Duration  of  unemployment  ‘  Reason  for  unemployment 


Year  or  month 

Un¬ 

employ¬ 

ment 

Less 
than  5 
weeks 

5-14 

weeks 

15-26 

weeks 

27 

weeks 

and 

over 

Average 
(mean) 
duration 
(weeks)  f 

Median 

duration 

(weeks) 

Job  losers  3 

Job 

leavers 

Re¬ 

entrants 

New 

entrants 

Total 

On 

layoff 

Other 

1970  . 

4,093 

2,139 

1,290 

428 

235 

8.6 

49 

1,811 

675 

1,137 

550 

1,228 

504 

1971 . 

5,016 

2,245 

1,585 

658 

519 

11.3 

6.3 

2,323 

735 

1,588 

590 

1,472 

630 

1972 

4,882 

2,242 

1,472 

601 

566 

12.0 

6.2 

2,108 

582 

1,526 

641 

1,456 

677 

1973 

4,365 

2,224 

1.314 

483 

343 

10.0 

5.2 

1,694 

472 

1,221 

683 

1,340 

649 

1974 

5,156 

2,604 

1,597 

574 

381 

9.8 

5.2 

2,242 

746 

1,495 

768 

1,463 

681 

1975 

7,929 

2,940 

2,484 

1,303 

1,203 

14.2 

8.4 

4,386 

1,671 

2,714 

827 

1,892 

823 

1976 

7,406 

2,844 

2,196 

1,018 

1,348 

15.8 

87j 

3,679 

1,050 

2,628 

903 

1,928 

895 

1977 

6,991 

2,919 

2,132 

913 

1,028 

14.3 

7.0 

3,166 

865 

2,300 

909 

1,963 

953 

1978  . 

6,202 

2,865 

1,923 

765 

648 

11.9 

5.9 

2,585 

712 

1,873 

874 

l,857j 

885 

1979  . 

6,137 

2,950 

1,946 

706 

535 

10.8 

5.4 

2,635 

851 

1,784 

880 

1,806 

817 

1980  . 

7,637 

3,295 

2,470 

1,052 

820 

11.9 

6.5 

3,947 

1,488 

2.459 

891 

1,927 

872 

1981 . 

8,273 

3,449 

2,539 

1,122 

1,162 

13.7 

4,267 

1,430 

2,837 

923 

2,102 

981 

1982 

10,678 

3,883 

3,311 

1,708 

1,776 

15.6 

8.7 

6,268 

2,127 

4,141 

840 

2,384 

1,185 

1983 

10,717 

3,570 

2.937 

1,652 

2,559 

20.0 

10.1 

6,258 

1,780 

4,478 

830 

2,412 

1,216 

1984 

8,539 

3,350 

2,451 

1.104 

1,634 

18.2 

7.9 

4,421 

1,171 

3,250 

823 

2,184 

1.110 

1985  . 

8,312 

3,498 

2,509 

1,025 

1,280 

15.6 

6.8 

4,139 

1,157 

2,982 

877 

2,256 

1,039 

1985 

8,237 

3,448 

2,557 

1,045 

1,187 

15.0 

6.9 

4,033 

1,090 

2,943 

1,015 

2,160 

1,029 

1987 

7,425 

3,246 

2,195 

943 

1,040 

14.5 

3,566 

943 

2,623 

965 

1,974 

920 

1933 

6,701 

3,084 

2,007 

801 

809 

13.5 

5.9 

3,092 

851 

2,241 

983 

1,809 

816 

1989 

6,528 

3,174 

1,978 

730 

646 

11.9 

4.8 

2,983 

850 

2,133 

1.024 

1.843 

677 

1990 

7,047 

3,265 

2,257 

822 

703 

12.0 

5.3 

3,387 

1,028 

2,359 

1,041 

1,930 

683 

1991 

8,628 

3,480 

2,791 

1,246 

1,111 

13.7 

6.8 

4,694 

1,292 

3,402 

1,004 

2,139 

792 

1992 

9,613 

3,376 

2,830 

1,453 

1,954 

17.7 

8.7 

5,369 

1,260 

4.129 

1,002 

2.285 

937 

1993 

8,940 

3,262 

2,581 

1,297 

1,798 

18.0 

83 

4,848 

1,115 

3,733 

976 

2,198 

919 

1994 

7,996 

2,728 

2,403 

1,237 

1,623 

18.8 

3,815 

977 

2,838 

791 

2,786 

604 

1995 

7,404 

2,700 

2,342 

1,035 

1,278 

16.6 

8.3 

3,476 

1,030 

2,446 

824 

2.525 

579 

1995 

7,236 

2,633 

2,287 

1,053 

1.262 

16.7 

8.3 

3,370 

1,021 

2,349 

774 

2,512 

589 

1997 

6,739 

2,538 

2,138 

995 

1,067 

15.8 

80 

3,037 

931 

2,106 

795 

2,338 

569 

1998 

6,210 

2,622 

1,950 

763 

875 

14.5 

6.7 

2,822 

836 

1,957 

734 

2,132 

520 

1999 

5,880 

2,568 

1,832 

755 

725 

13.4 

64 

2,622 

848 

1,774 

783 

2,005 

469 

2000 

5,692 

2,558 

1,815 

669 

649 

126 

59 

2,517 

852 

1,664 

780 

1,961 

434 

2001 

6,801 

2,853 

2.1K 

951 

801 

13.1 

6.8 

3,476 

1,057 

2,409 

835 

2,031 

459 

2002 

8.37B 

2.893 

2,580 

1,359 

1,535 

16.6 

9.1 

4,607 

1,124 

3,483 

866 

2,368 

536 

2003 

8,774 

2,785 

2,612 

1,442 

1,936 

19.2 

10.1 

4,838 

1,121 

3,717 

818 

2,477 

641 

2004 

8,149 

2,696 

2,382 

1,293 

1,779 

19.6 

98 

4,197 

998 

3,199 

858 

2,408 

685 

2005 

7,591 

2,667 

2,304 

1,130 

1,490 

18.4 

8.9 

3,667 

933 

2,734 

872 

2,386 

666 

20[B 

7,001 

2,614 

2,121 

1,031 

1,235 

16.8 

83 

3,321 

921 

2,400 

827 

2,237 

616 

2007 

7,078 

2,542 

2.232 

1,051 

1,243 

168 

8.5 

3,515 

976 

2,539 

793 

2,142 

627 

2008  . 

8,924 

2,932 

2,804 

1,427 

1,761 

17.9 

9.4 

4,789 

1,176 

3,614 

896 

2,472 

766 

2009  . 

14,265 

3,165 

3,828 

2,775 

4,496 

24.4 

15.1 

9,160 

1,630 

7.530 

882 

3,187 

1,035 

2010 . 

14,825 

2,771 

3,267 

2,371 

6,415 

33.0 

21.4 

9,250 

1.431 

7,819 

889 

3,466 

1,220 

2011 

13,747 

2,677 

2,993 

2,061 

6,016 

39.3 

21.4 

8,106 

1,230 

6,876 

956 

3,401 

1,284 

2012 

12,506 

2,644 

2,865 

1,859 

5,136 

394 

19.3 

6,877 

1,183 

5.694 

967 

3,345 

1,316 

2013 . 

11,460 

2,584 

2,759 

1,807 

4,310 

36.5 

17.0 

6,073 

1,136 

4,937 

932 

3,207 

1,247 

2012.  Jan  . 

12,650 

2,461 

2,880 

1,942 

5,524 

40.1 

20.9 

7,270 

1,253 

6,017 

928 

3,303 

1,252 

feb . 

12,883 

2,584 

2,842 

2,021 

6,352 

40.0 

20.0 

7,167 

1,160 

6,007 

1,035 

3,360 

1,383 

Mar . 

12,732 

2,724 

2,792 

1.924 

5.292 

394 

19.6 

7,051 

1,148 

5,903 

1,101 

3,300 

1,392 

Apr 

12,693 

2,621 

2,839 

1,951 

5,106 

39.3 

19.2 

6,859 

1,099 

6,760 

987 

3,360 

1,357 

May . 

12,689 

2,575 

3,018 

1,677 

5,392 

39.6 

19.8 

6,980 

1,143 

5,838 

906 

3,395 

1,347 

June . 

12,702 

2.741 

2,8M 

1.839 

5,331 

40.0 

19.8 

7,106 

1,264 

5,842 

929 

3.193 

1,318 

July . 

12,698 

2,708 

3,037 

1,780 

5,166 

38.8 

17.2 

7,121 

1,333 

5,738 

873 

3,365 

1,293 

Aug . 

12,464 

2.832 

2,834 

1,845 

5,003 

39.1 

18.2 

6,885 

1,231 

b,Uj4 

953 

3,336 

1,264 

Sept . 

12,070 

2,517 

2,825 

1,853 

4,875 

39.4 

18.7 

6,508 

1,170 

5,338 

956 

3,303 

1,263 

Oct . 

12,138 

2,619 

2,850 

1,774 

5,021 

40.3 

20.0 

6,511 

1,058 

5,452 

1,018 

3,321 

1.3[B 

Nov . 

12,045 

2,636 

2.777 

1,796 

4,767 

39.2 

186 

6.434 

1,032 

5,351 

929 

3,336 

1,349 

Dec . 

12,273 

2.683 

2.876 

1.852 

4,772 

38.0 

17.8 

6.475 

1,110 

5,365 

1,000 

3,615 

1,296 

2013:  Jan  . 

12,315 

2,753 

3.077 

1,857 

4,707 

354 

16.0 

6,675 

1,164 

5,511 

984 

3,520 

1,274 

feb . 

12,047 

2.677 

2,7^ 

1,735 

4.750 

36.9 

17.7 

6,495 

1,091 

5.404 

952 

3,330 

1,276 

Mat . 

11,706 

2,497 

2,843 

1,779 

4,576 

37.0 

181 

6,321 

1,118 

5.204 

978 

3,182 

1,304 

Apr . 

11,683 

2,491 

2,844 

1.959 

4,360 

36.6 

17.3 

6.367 

1,179 

5,188 

857 

3.131 

1,268 

May . 

11,699 

2,704 

2,642 

1,934 

4,353 

36.9 

16.9 

6,094 

930 

5,114 

944 

3,326 

1,257 

June . 

11,747 

2,665 

2,848 

1,892 

4,325 

35.7 

16.2 

6,089 

1,195 

4,894 

1,034 

3.240 

1,250 

July . 

11,408 

2,548 

2,826 

1,786 

4,246 

36.7 

15.8 

5,894 

1,197 

4,697 

970 

3,234 

1,246 

Aug . 

11,256 

2,527 

2,733 

1,704 

4,269 

37.0 

16.5 

5,887 

1,059 

4,828 

890 

3.116 

1.295 

Sept . 

11,203 

2,571 

2,685 

1,832 

4,125 

36.8 

164 

5,803 

1,091 

4,712 

984 

3,165 

1,211 

Oct . 

11,140 

2,794 

2,635 

1,777 

4,047 

36.0 

165 

6,162 

1,507 

4,655 

842 

3,104 

1,217 

Nov . 

10,841 

2,439 

2,585 

1,742 

4,044 

37.1 

17.0 

5,731 

1,128 

4,603 

890 

3,065 

1,169 

Dec . 

10,351 

2,255 

2,506 

1,651 

3,878 

37.1 

17.1 

5,366 

997 

4,369 

862 

3,036 

1,201 

2014:  Jan  . 

10,236 

2,434 

2,429 

1,639  1  3,645 

35.4 

16.0 

5,407 

936 

4.421 

818 

2,937 

1,164 

'  Because  of  independent  seasonal  adjustment  of  the  various  series,  detail  will  not  sum  to  totals 
2  Beginning  with  January  201 1 ,  includes  unemployment  durations  of  up  to  5  years:  prior  data  ate  for  up  to  2  years. 
T  Beginning  with  January  1994,  job  losers  and  persons  who  completed  temporary  jobs. 

Mote;  Data  relate  to  persons  1 6  years  of  age  and  over. 

See  Note,  Table  B-11. 

Source.  Department  of  Labor  (Bureau  of  Labor  Statistics). 
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Table  B-14.  Employees  on  nonagricultural  payrolls,  by  major  industry,  1970-2014 


[Thousands  of  jobs:  monthly  data  seasonally  adjusted) 


Yea'  or  month 

Total 

non¬ 

agricultural 

employ¬ 

ment 

Private  industries 

Total 

private 

Gobds-producing  industries 

Private  service-providing  industries 

Total 

Mining 

and 

logging 

Construc¬ 

tion 

Manufacturing 

Total 

Trade,  transportation, 
and  utilities ' 

Total 

Durable 

goods 

Non¬ 

durable 

goods 

Total 

Retail 

trade 

1970  . 

71,006 

58,318 

22,179 

677 

3,654 

17,848 

10,762 

7,086 

36,139 

14,144 

7,463 

1971 . 

71,335 

58,323 

21.602 

658 

3,770 

17,174 

10,229 

6,944 

36,721 

14,318 

7,657 

1972 

73,798 

60,333 

22,299 

6J2\ 

3,957 

17,669 

10,630 

7,039 

33,034 

14,783 

8.038 

1973 

76,912 

63,050 

23.450 

693 

4,167 

18,589 

11,414 

7,176 

39,600 

15,349 

8,371 

1974 

78,389 

64,086 

23,364 

755 

4,095 

18,514 

11,432 

7,082 

40,721 

15,693 

8,536 

1975 

77,069 

62,250 

21,318 

802 

3,608 

16,909 

10,266 

6.643 

40,932 

16,606 

8,600 

1976 

79,502 

64,501 

22.025 

83^ 

3,662 

17,531 

10,640 

6,891 

42.476 

16,128 

8,966 

1977 

82.593 

67,334 

22,972 

865 

3,940 

18.167 

11,132 

7,035 

44.362 

16,765 

9,359 

1978 

86,826 

71,014 

24,156 

902 

4,322 

18,932 

11.770 

7,162 

46,858 

17,658 

9,879 

1979 

89,933 

73.865 

24,997 

1,008 

4,562 

19,426 

12,220 

7,206 

48,869 

18,303 

10,180 

1980  . 

90,533 

74,158 

24,263 

1,077 

4,454 

18,733 

11,679 

7,054 

49,895 

18,413 

10,244 

1981 . 

91,297 

75,117 

24,118 

1,180 

4,304 

18,634 

11,611 

7,023 

50,^9 

18,604 

10,364 

1982  . 

89,689 

73,706 

22.550 

1,163 

4.024 

17,363 

10.610 

6,753 

51,156 

18,457 

10,372 

1983  . 

90,295 

74,284 

22,110 

997 

4.065 

17,048 

10,326 

6,722 

52,174 

18,668 

10,635 

1984 

94.548 

78,339 

23,435 

1,014 

4.501 

17,920 

11,050 

6.870 

54,954 

19,653 

11,223 

1985 

97,532 

81,KI0 

23,585 

974 

4,793 

17,819 

11,034 

6,784 

57,415 

20.379 

11,733 

1935 

99,500 

82,631 

23,318 

829 

4,937 

17,552 

10,795 

6.757 

59,343 

20,795 

12,078 

1987 

102,116 

84,%0 

23,470 

771 

5,090 

17.609 

10,767 

6,842 

61,490 

21,302 

12,419 

1988 

105,378 

87,838 

23,909 

770 

5,233 

17,906 

10,969 

6,938 

63.929 

21,974 

12,808 

1989 

108,051 

90,124 

24,045 

750 

5.309 

17,985 

11,004 

6,981 

66,079 

22,510 

13,108 

1993 

109,527 

91,112 

23,723 

765 

5,263 

17.695 

10.737 

6,958 

67,389 

22,656 

13,182 

1991 

108,427 

89,881 

22.5^ 

739 

4.780 

17,068 

10,220 

6,848 

67,293 

22.281 

12,896 

1992 

108,892 

90,015 

22,095 

689 

4,608 

16,799 

9.946 

6,853 

67,921 

22,125 

12,828 

1993 

110,935 

91,945 

22,219 

666 

4,779 

16,774 

9,901 

6,872 

69,727 

22.378 

13,021 

1994 

114,398 

95,124 

22,774 

659 

5,095 

17,020 

10.132 

6,889 

72,350 

23,128 

13,491 

1995 

117,407 

97,975 

23,156 

641 

5,274 

17,241 

10,373 

6.868 

74.819 

23,834 

13,897 

1993 

119,836 

100,297 

23,409 

637 

5,535 

17,237 

10,486 

6,751 

76.838 

24,239 

14,143 

1997 

122,951 

103,287 

23,886 

654 

5,813 

17,419 

10,705 

6.714 

79,401 

24,700 

14,389 

1993  . 

126,157 

106,248 

24,354 

6^ 

6,149 

17,560 

10,911 

6,649 

81,894 

25.185 

14,609 

19M . 

129,240 

108,933 

24.465 

598 

6,545 

17,322 

10,831 

6,491 

84,468 

25,771 

14,970 

2003 

132.019 

111,230 

24.649 

599 

6,787 

17,263 

10,877 

6,386 

86,581 

26,225 

15,280 

2001 

132,074 

110,956 

23,873 

606 

6,826 

16,441 

10,336 

6,105 

87,033 

25.983 

15,239 

2002 

130,628 

109,115 

22,557 

583 

6,716 

15.259 

9,485 

5,774 

85,558 

25,497 

15.025 

2003 

130,318 

108,735 

21.816 

572 

6,735 

14,509 

8,964 

5,546 

86.918 

25,287 

14,917 

2004 

131,749 

110,128 

21,882 

591 

6,976 

14,315 

8,925 

5,390 

88,246 

25,533 

15,058 

2005 

134,005 

112,201 

22,193 

628 

7,336 

14,227 

8,956 

5,271 

90,010 

25,959 

15,280 

2005 

136,398 

114,424 

22,530 

684 

7,691 

14,155 

8,981 

5,174 

91.894 

26,276 

15.353 

2007 

137,936 

115.718 

22,233 

724 

7.630 

13,879 

8,808 

5,071 

93,485 

26,630 

15,520 

2008 

137,170 

114.661 

21.335 

767 

7,162 

13,406 

8,463 

4,943 

93,326 

26,293 

15,283 

2009 

131,233 

103,678 

18.558 

694 

6,016 

11,847 

7,284 

4,564 

90,121 

24,906 

14,522 

2010 

130,275 

107,785 

17,751 

705 

5,518 

11,528 

7,064 

4,464 

90,034 

24,635 

14,440 

2011 

131,842 

109,756 

18,047 

788 

5,533 

11,726 

7,273 

4,453 

91,708 

25,065 

14,668 

2012 . 

134,104 

112,184 

18,420 

848 

5,646 

11,927 

7,470 

4,457 

93,763 

25.476 

14,841 

2013  P . 

136,358 

114,503 

18,703 

858 

5,827 

12.005 

7,543 

4,463 

95,804 

25,871 

15,077 

2012-  Jan  . 

133,188 

111,246 

18,304 

840 

5,627 

11,837 

7,395 

4,442 

92,942 

25,355 

14,818 

Feb . 

133,414 

111,474 

18,327 

846 

5,622 

11,859 

7,419 

4,440 

93,147 

25,368 

14,803 

Mar . 

133,657 

111,720 

18,377 

849 

5,627 

11,901 

7,447 

4,454 

93,343 

25,396 

14.808 

133,753 

111,822 

18,395 

850 

5,630 

11,916 

7,460 

4,456 

93,426 

25,417 

14,833 

133,863 

111,953 

18,394 

853 

5,613 

11,928 

7,470 

4,458 

93,559 

25.457 

14,827 

June . 

133,951 

112,028 

18,411 

852 

5,620 

11,939 

7,480 

4,459 

93,617 

25,447 

14,814 

July . 

134,111 

112,200 

18.465 

851 

5,635 

11,979 

7,518 

4,461 

93,735 

25.451 

14,802 

Aug . 

134,261 

112,336 

18.452 

849 

5,647 

11,956 

7,492 

4,464 

93,834 

25,470 

14,802 

Sspt . 

134,422 

112,495 

18,435 

846 

5,648 

11,942 

7,477 

4,465 

94.059 

25,495 

14,834 

Oct . 

134,647 

112,750 

18,452 

839 

5,666 

11,947 

7,481 

4,466 

94,298 

25.545 

14,861 

Nov . 

134,850 

112,951 

18.484 

846 

5,687 

11,951 

7,493 

4,458 

94,477 

25,618 

14,915 

Dec . 

135,(fi4 

113,176 

18.535 

851 

5,720 

11.965 

7,505 

4,460 

94,640 

25,638 

14,917 

2013:  Jan  . 

135,261 

113,395 

18,579 

854 

5,743 

11.982 

7,514 

4,458 

94.816 

25,691 

14,944 

Feb . 

135,541 

113,658 

18,651 

858 

5.789 

12,004 

7,527 

4,477 

95.007 

25,691 

14,953 

Mar . 

135,682 

113,822 

18,680 

860 

5,813 

12,007 

7,533 

4,474 

95,142 

25,683 

14,944 

Apr . 

135,835 

114,010 

18.669 

857 

5,811 

12,001 

7,533 

4,468 

95,341 

25,718 

14.967 

Way . 

136,084 

114,232 

18.671 

861 

5,816 

11,994 

7,531 

4,463 

95,561 

25,760 

15,002 

June . 

136,285 

114,433 

18,684 

864 

5,829 

11,991 

7,532 

4,459 

95.749 

25,811 

15.040 

July . 

136,434 

114,603 

18.679 

857 

5,830 

11,982 

7,526 

4,456 

95,924 

25,862 

15,089 

Aug . 

136,636 

114,783 

18,693 

870 

5,836 

11,990 

7,540 

4,450 

96,087 

25,911 

15,118 

Sept . 

136,800 

114.935 

18,718 

876 

5,849 

11,993 

7,549 

4,444 

96,218 

25,973 

15,146 

Oct . 

137,037 

115,183 

18,756 

881 

5,864 

12,011 

7,562 

4.449 

95,427 

26,017 

15,187 

Nov . 

137,311 

115,455 

18,824 

882 

5.896 

12,046 

7,581 

4,465 

96,631 

26,090 

15,210 

Dec  h . 

137,386 

115,544 

18,811 

883 

5,874 

12,054 

7,583 

4,471 

96.733 

26,172 

15.272 

2014.  Jan  4 . 

137,499 

115,636 

18,887 

890 

5,922 

12,075 

7,598 

4,477 

96,799 

26,182 

15,260 

'  Includes  wholesale  trade,  transportation  and  warehousing,  and  utilities,  not  shown  separately. 

Note:  Data  in  Tables  B-14  and  B-15  are  based  on  reports  from  employing  establishments  and  relate  to  full-  and  part-time  wage  and  salary  workers  in 
nonagricultural  establishments  who  received  pay  for  any  part  of  the  pay  period  that  includes  the  12th  of  the  month.  Not  comparable  with  labor  force  data 
(Tables  B-11  through  B-13),  which  include  proprietors,  self-employed  persons,  unpaid  family  workers,  and  private  household  workers:  which  count  persons  as 
See  next  page  for  continuation  of  table. 


382  I  Appendix  B 


Table  B-14.  Employees  on  nonagricultural  payrolls,  by  major  industry, 
1 970-20 1 4 — Continued 
(Thousands  of  jobs:  monthly  data  seasonally  adjusted] 


Private  industries — Continued  !  Government 


Year  or  month 

Private  service-providing  industries— 

Continued 

Total 

federal 

State 

local 

Information 

Financial 

activities 

Profes¬ 
sional  and 
business 
services 

Education 

and 

health 

services 

leisure 

and 

hospitality 

Other 

services 

1970  . 

2,041 

3,532 

5,267 

4,577 

4,769 

1,789 

12,687 

2,865 

2.664 

7,158 

1971 . 

2,009 

3,651 

5,328 

4,675 

4,914 

1,827 

13,012 

2,628 

2,747 

7,437 

1972  . 

2,056 

3,764 

5,523 

4,863 

5,121 

1,900 

13,465 

2,815 

2,859 

7,790 

1973  . 

2,135 

3,920 

5,774 

5,092 

5,341 

1,990 

13,852 

2,794 

2.923 

8,146 

1974  . 

2,160 

4.023 

5.974 

5.322 

5,471 

2,078 

14,303 

2,858 

3,039 

8,407 

1975  . 

2,061 

4,047 

6,034 

5,497 

5,544 

2,144 

14,820 

2,882 

3,179 

8,758 

1976  . 

2,111 

4,155 

6,287 

5,756 

5,794 

2,244 

15.KI1 

2,863 

3,273 

8,865 

1977  . 

2,185 

4,348 

6.587 

6,052 

6,065 

2,359 

15,258 

2,859 

3,377 

9.023 

1976.  ... 

2,267 

4,599 

6,972 

6,427 

6.411 

2,505 

15,812 

2,893 

3,474 

9.445 

1979  . 

2,375 

4,843 

7,312 

6,768 

6,631 

2,637 

16,068 

2,894 

3,541 

9.633 

1980  . 

2,361 

5,025 

7,544 

7,077 

6,721 

2,755 

16,375 

3.009 

3,610 

9,765 

1981 . 

2,382 

5,163 

7,782 

7.364 

6,840 

2,865 

16.180 

2,922 

3,640 

9,619 

1982  . 

2,317 

5,209 

7,848 

7,526 

6,874 

2,924 

15,932 

2,884 

3,640 

9.458 

19B3 . 

2,253 

5,334 

8,039 

7,781 

7,078 

3,021 

16,011 

2,915 

3,662 

9,434 

1934  . 

2,398 

5,553 

8,464 

8,211 

7,489 

3,186 

16,159 

2,943 

3.734 

9,482 

1935  . 

2.437 

5,815 

8,871 

6,679 

7,669 

3,366 

16,533 

3,014 

3.832 

9,687 

1986  . 

2,445 

6,128 

9,211 

9,086 

8,156 

3,523 

16.838 

3,044 

3,893 

9,901 

1987  . 

2,507 

6,385 

9,608 

9,543 

8.445 

3.699 

17,156 

3,089 

3,967 

10,100 

1983  . 

2,585 

6.500 

10,090 

10,095 

8,778 

3,907 

17,540 

3,124 

4,076 

10,339 

1939  . 

2,622 

6,562 

10,555 

10,652 

9,062 

4,116 

17,927 

3,136 

4,182 

10,609 

1990  . 

2.6B8 

6,614 

10,848 

11,024 

9,288 

4,261 

18.415 

3,195 

4,305 

10,914 

1991 . 

2,677 

6.561 

10,714 

11.556 

9,256 

4,249 

18,545 

3,110 

4,355 

11,081 

1992  . 

2,641 

6,559 

10,970 

11,948 

9,437 

4,240 

18,787 

3,111 

4,403 

11.267 

1993  . 

2,668 

6,742 

11,495 

12,362 

9,732 

4,350 

18,939 

3,063 

4,488 

11,438 

1994  . 

2,738 

6,910 

12,174 

12,872 

10,109 

4,428 

19,275 

3,018 

4,576 

11,682 

1995 . 

2,843 

6.856 

12,844 

13,360 

10,501 

4,572 

19,432 

2,949 

4,635 

11,849 

1996 . 

2,949 

7,018 

13,462 

13,761 

10,777 

4,690 

19,539 

2.877 

4,606 

12,056 

1997  . 

3,084 

7,255 

14,335 

14,185 

11,018 

4,825 

19,664 

2.805 

4,582 

12,276 

1998 . 

3,218 

7,565 

15,147 

14,570 

11,232 

4.976 

19,909 

2,772 

4,612 

12,525 

1999  . 

3,419 

7,753 

15,957 

14,939 

11,543 

5,087 

20,307 

2,769 

4,709 

12,829 

2000 

3,630 

7,783 

16,666 

15,247 

11,862 

5,168 

20,790 

2,865 

4,786 

13,139 

2001 

3,629 

7,900 

16,476 

15,801 

12,036 

5.258 

21,116 

2.764 

4,905 

13,449 

2002 

3.395 

7,956 

15.976 

16,377 

11,986 

5,372 

21,513 

2,766 

5  029 

13,718 

2003 

3,188 

8,078 

15,987 

16,805 

12,173 

5,401 

21.583 

2,761 

5,032 

13,820 

2094 

3.118 

8,105 

16,394 

17,192 

12,493 

5,409 

21,621 

2,730 

4,982 

13,909 

2005 

3,061 

8,197 

16,954 

17,630 

12,816 

5,395 

21,804 

2,732 

5,032 

14,041 

2095 

3,038 

8,367 

17,566 

18,099 

13,110 

5,438 

21,974 

2,732 

5,075 

14,167 

2007 

3,032 

8,348 

17,942 

18,613 

13,42'’ 

5,494 

22,218 

2.734 

5,122 

14,362 

2008 

2.934 

8,206 

17,735 

19,156 

13.436 

5,515 

22,509 

2,762 

5,177 

14,571 

2009 

2,894 

7,838 

16,579 

19,550 

13,077 

5,367 

22,555 

2,832 

5,169 

14,554 

2010 

2,707 

7,695 

16,728 

19,889 

13,049 

5,331 

22,490 

2,977 

5,137 

14,376 

2011 

2,674 

7,697 

17,332 

20,228 

13,353 

5,360 

22,086 

2,859 

5,078 

14,150 

2012 

2.676 

7,784 

17,932 

20,698 

13,768 

5,430 

21,920 

2,820 

5,055 

14,045 

2013P . 

2,685 

7,880 

18,560 

21,102 

14,242 

5,464 

21,864 

2,765 

5,048 

14,050 

2012  Jan . 

2,673 

7,733 

17,694 

20,479 

13,594 

5,414 

21,942 

2,833 

5,048 

14,061 

Feb . 

2,673 

7,741 

17,752 

20,563 

13,638 

5,412 

21,940 

2,827 

5.049 

14,064 

Mar . 

2,675 

7,765 

17,790 

20,593 

13,703 

5,421 

21,937 

2,826 

5,053 

14,058 

. 

2,677 

7,766 

17,835 

20,613 

13,700 

5,418 

21,931 

2.826 

5,058 

14,047 

May . 

2,680 

7,778 

17,864 

20,656 

13,705 

5419 

21,910 

2,825 

5.049 

14,036 

June . 

2,675 

7,781 

17,912 

20,666 

13,711 

5,425 

21,923 

2,824 

5,056 

14,043 

July . 

2,679 

7,781 

17,964 

20,689 

13.739 

5432 

21,911 

2,814 

5,053 

14,044 

Aug . 

2,680 

7,789 

17,998 

20,706 

13.810 

5,431 

21,925 

2,819 

5,058 

14,048 

Sept . 

2,673 

7,803 

18,014 

20,765 

13,868 

5441 

21,927 

2,819 

5,074 

14.034 

Oct . 

2,672 

7,812 

18,078 

20,858 

13,889 

5.444 

21,897 

2,821 

5,052 

14.024 

Nov . 

2,681 

7,816 

18.132 

20.862 

13,921 

5,447 

21,889 

2,816 

5,052 

14,021 

Dec . 

2,674 

7,827 

18,165 

20,904 

13,981 

5,451 

21,838 

2,814 

5,050 

14,024 

2013:  Jan . 

2,673 

7,835 

18,210 

20,921 

14.028 

5,458 

21,866 

2,809 

5,034 

14,023 

Feb . 

2,692 

7,847 

18,295 

20,948 

14,078 

5,456 

21,833 

2,810 

5,049 

14,024 

Ma- . 

2,694 

7,853 

18,362 

20.989 

14,112 

5,449 

21,860 

2.789 

5,055 

14.015 

hr . 

2,688 

7,863 

16,434 

21,040 

14,145 

5,453 

21,875 

2,791 

5,053 

14,031 

May . 

2,686 

7,872 

18,511 

21,069 

14,198 

5,465 

21,852 

2,768 

5,047 

14,037 

June . 

2,685 

7,885 

18,570 

21,084 

14,249 

5,465 

21,852 

2.767 

5,034 

14,051 

July . 

2,697 

7,901 

18,621 

21.108 

14,272 

5,463 

21,831 

2,756 

5,025 

14,050 

Aug . 

2,669 

7,897 

18,663 

21,172 

14.306 

5,469 

21,853 

2,749 

5,039 

14.065 

Sept . 

2,682 

7,896 

18,700 

21.181 

14,315 

5,471 

21,864 

2,744 

5,051 

14,069 

Oct . 

2,688 

7,903 

18,753 

21,212 

14,380 

5,474 

21,854 

2,732 

5,057 

14,055 

Nov . 

2,689 

7,899 

18,826 

21,237 

14,417 

5,473 

21,856 

2,739 

5,060 

14,057 

Dec  P . 

2,679 

7,902 

18,830 

21,233 

14,437 

5,480 

21,842 

2,736 

5,059 

14,047 

2014.  JanP . 

2,679 

7,900 

18,866 

21,227 

14,461 

5484 

21,813 

2,724 

5,053 

14,036 

Note  (coni' d):  employed  when  they  are  not  at  work  because  of  industrial  disputes,  bad  weather,  etc.,  even  if  they  are  not  paid  for  the  time  off.  which  are 
based  on  a  sample  of  the  working-age  population:  and  which  count  persons  only  once— as  employed,  unemployed,  or  not  in  the  labor  force.  In  the  data  shown 
here,  persons  who  work  at  more  than  one  job  are  counted  each  time  they  appear  on  a  payroll. 

Establishment  data  for  employment,  hours,  and  earnings  are  classified  based  on  the  2012  No'th  American  Industry  Classification  System  (NAICS). 

For  further  description  and  details  see  Employment  and  Earnings. 

Source:  Department  of  Labor  (Bureau  of  Labor  Statistics!. 
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Table  B-15.  Hours  and  earnings  in  private  nonagricultural  industries,  1970-2014  ' 
[Monthly  data  seasonally  ad]ustedl 


Year  or  month 

Average  weekly  hours 

Average  hourly  earnings 

Average  weekly  earnings,  total  private 

Total 

private 

Manufacturing 

Total  private 

Manu¬ 

facturing 

(current 

dollars) 

Level 

Percent  change 
from  year  earlier 

Total 

Overtime 

Current 

dollars 

1982-84 
dollars  7 

Current 

dollars 

1982-84 

dollars^ 

Current 

dollars 

1982-84 

dollars^ 

1970  . 

37.0 

398 

2.9 

S3  40 

S8.72 

S3.24 

S125.79 

S322.54 

-1.4 

1971 

36.7 

39.9 

2.9 

3.63 

8.92 

3.45 

133.22 

327.32 

5.9 

1.5 

1972 

38.9 

40.6 

3.4 

3.90 

9.26 

3.70 

143.87 

341.73 

8.0 

4.4 

1973 

36.9 

40.7 

3.8 

4.14 

9.26 

3.97 

152.59 

341.36 

6.1 

-.1 

1974 

36.4 

40.0 

3.2 

4.43 

8.93 

4.31 

161.61 

325.83 

5.9 

-45 

1975 

360 

39.5 

2.6 

473 

8.74 

4.71 

170.29 

314.77 

5.4 

-3.4 

1976 

36.1 

40.1 

3.1 

5.06 

8.85 

5.10 

182.65 

319.32 

7.3 

1.4 

1977 

35.9 

40.3 

3.4 

5.44 

8.93 

5.55 

195.58 

321.15 

7.1 

.6 

1978  . 

358 

404 

36 

588 

8.96 

6.05 

210.29 

320.56 

7.5 

-.2 

1979  . 

356 

40.2 

33 

6.34 

8.67 

6.57 

225.69 

308.74 

7.3 

-37 

1980  . 

35.2 

39.6 

28 

6  85 

8.26 

7.15 

241.07 

290.80 

6.8 

-5.8 

1981 . 

35.2 

39.8 

28 

7.44 

8.14 

7.87 

261.53 

286.14 

8.5 

-1.6 

1982  . 

34.7 

38.9 

23 

7.87 

8.12 

8.36 

273.10 

281.84 

44 

-1.5 

1983  . 

34.9 

40.1 

2.9 

8.20 

8.22 

8.70 

286.43 

287.00 

4.9 

1.8 

1984  . 

35.1 

40.6 

34 

849 

8.22 

9.05 

298.26 

288.73 

4.1 

.6 

1985  . 

34.9 

40.5 

3.3 

8.74 

8.18 

9.40 

304.62 

284.96 

2.1 

-1.3 

1986  . 

34.7 

40.7 

34 

8.93 

8.22 

960 

X)9.78 

285.25 

1.7 

.1 

1987  . 

34.7 

40.9 

3.7 

9.14 

8.12 

9.77 

317.39 

282  12 

25 

-1.1 

1988  . 

34.6 

41.0 

3.8 

9.44 

807 

10.05 

326.48 

279.04 

2.9 

-1.1 

1989  . 

34.5 

40.9 

3.8 

980 

7.99 

10.35 

338.34 

275.97 

3.6 

-1.1 

1993  . 

34.3 

49.5 

3.9 

10.20 

7.91 

10.78 

349.63 

271.03 

3.3 

-1.8 

1991 . 

34.1 

40.4 

3.8 

10.51 

7.83 

11.13 

358.45 

266.91 

2.5 

-1.5 

1992  . 

34.2 

40.7 

40 

10.77 

7.79 

11.40 

358.20 

266.43 

2.7 

-.2 

1993  . 

34.3 

41.1 

44 

11.05 

7.78 

11.70 

378.89 

266.64 

29 

.1 

1994  . 

34.5 

41.7 

5.0 

11.34 

7.79 

12.04 

391.17 

263.66 

3.2 

.8 

1995  . 

34.3 

41.3 

47 

11.65 

7.78 

12  34 

400.04 

267.05 

23 

-.6 

1996  . 

34.3 

41.3 

4.8 

12.04 

7.81 

1275 

413.25 

263.17 

3.3 

.4 

1997  . 

34.5 

41.7 

5.1 

12.51 

7.94 

13.14 

431.86 

274.02 

4.5 

2.2 

1993  . 

34.5 

41.4 

4.9 

13.01 

8.15 

13.45 

448.59 

280.K) 

3.9 

2.5 

1999  . 

34.3 

41.4 

49 

13.49 

8.27 

13.85 

463.15 

283.79 

3.2 

1.0 

2003  . 

34.3 

41.3 

4.7 

14.02 

8.30 

14.32 

480.99 

284.78 

3.9 

.3 

2001  . 

34.0 

49.3 

4.0 

14.54 

8.38 

14  76 

493.74 

284.58 

2.7 

-.1 

2002  . 

33.9 

40.5 

42 

1497 

8.51 

15.29 

506.60 

283.00 

26 

1.2 

2003  . 

33.7 

49.4 

4.2 

15.37 

8.55 

15.74 

517.82 

288.00 

22 

.0 

2004  . 

33.7 

40.8 

4.6 

15.69 

8.50 

16.14 

528.89 

286.66 

2.1 

-.5 

2005  . 

33.8 

40.7 

4.6 

16.12 

8.44 

16.56 

544.05 

284.84 

2.9 

-.6 

2005  . 

33.9 

41.1 

4.4 

16.75 

8.50 

1681 

567.39 

287.87 

4.3 

1.1 

2007  . 

33.8 

41.2 

4.2 

17.42 

8.59 

17.26 

589.27 

290.61 

3.9 

1.0 

2m . 

33.6 

40.8 

3.7 

18.07 

8.56 

17.75 

607.53 

287.85 

3.1 

-.9 

2003  . 

33.1 

39.8 

2.9 

18.61 

8.88 

18.24 

616.01 

293.85 

1.4 

2.1 

2010 . 

33.4 

41.1 

3.8 

19.05 

8  90 

18.61 

636.25 

297.36 

3.3 

1.2 

2011 . 

33.6 

41.4 

4.1 

19.44 

8.77 

18.93 

653.19 

294.79 

2.7 

-.9 

2012.. 

33.7 

41.7 

42 

19.74 

8.73 

19.08 

655.82 

294.31 

1.9 

-.2 

20134 

33.7 

41.9 

4.3 

20.13 

8.78 

19.30 

677.67 

295.51 

1.8 

.4 

2012.  Jan  . 

33.8 

41.8 

4.2 

19.58 

8.73 

19.02 

661.80 

295.00 

2.6 

-.6 

Feb . 

33.7 

41.8 

4.1 

19.60 

872 

19.01 

650.52 

293.73 

2.1 

-1.0 

Mar . 

33.7 

41.6 

4.2 

19.65 

8.71 

19.02 

662.21 

293.64 

20 

-.7 

Apr . 

33.7 

41.6 

4.2 

19.70 

8.72 

19.09 

653.89 

293.85 

2.1 

-3 

May . 

33.6 

41.5 

4.1 

19.69 

8.73 

19.02 

661.58 

293.40 

1.4 

-.3 

June . 

33.7 

41.6 

4.2 

19.72 

8.75 

19.08 

654.56 

294.99 

1.8 

.2 

July . 

33.7 

41.7 

4.2 

19.76 

8.77 

19.11 

665.91 

295.71 

1.4 

.1 

Aug . 

33.6 

41.5 

4.1 

19.75 

8.72 

19.06 

663.60 

292.90 

1.3 

-.3 

Sept . 

33.6 

41.5 

4.2 

19.78 

8.68 

19.07 

664.61 

291.66 

1.4 

-.6 

Oct . 

33.6 

41.5 

42 

19  80 

8.67 

19.10 

665.28 

291.21 

1.0 

-1.2 

Nov . 

33.7 

41.6 

4.1 

19.85 

8.72 

19.15 

668.95 

293.73 

1.4 

-.3 

Dec . 

33.7 

41.7 

4.3 

19.89 

8.74 

19.14 

670.29 

294.53 

1.6 

-.1 

2013:  Jan  . 

33.6 

41.6 

4.3 

19.95 

876 

19.15 

670.32 

294.38 

1.3 

-2 

Feb . 

33.8 

41.9 

4.3 

20.00 

8.73 

19.22 

676.00 

294.96 

2.3 

.4 

Mar . 

33.8 

41  9 

4.4 

20.02 

8.76 

19.22 

676.68 

296.16 

2.2 

.9 

Apr . 

33.7 

41.8 

4.3 

20.04 

8.79 

19.21 

675.35 

296.26 

1.7 

.8 

May . 

33.7 

41.8 

4.3 

20.06 

8.78 

19.25 

676.02 

295.94 

2.2 

.9 

June . 

33.7 

41.9 

4.3 

20.12 

8.78 

19.28 

678.04 

295.75 

2.0 

.3 

July . 

33.5 

41.7 

4.3 

20.15 

8.77 

19.27 

675.03 

293.89 

1.4 

-.6 

Aug . 

33.7 

419 

4.3 

20.17 

8.78 

19.33 

679.73 

295.74 

2.4 

1.0 

Sept . 

33.6 

41.9 

4.3 

20.21 

8.78 

19.35 

679.06 

295.10 

2.2 

1.2 

Ocl 

33.6 

41.9 

4.4 

20.25 

8.80 

19.37 

K0.40 

295,71 

2.3 

1.5 

Nov . 

33.7 

42.0 

4.5 

20.30 

8.82 

19.42 

634.11 

297.09 

2.3 

1.1 

Dec  4 . 

33.5 

41.9 

4.5 

20.33 

8.80 

19.46 

681.06 

294.93 

1.6 

.1 

2014;  Jan  4 . 

33.5 

41.7 

4.3 

20.39 

8.82 

19.47 

633.07 

295.40 

1.9 

.3 

’  For  production  employees  in  goods-producing  industries  and  for  nonsupennsory  employees  in  private,  service-providing  industries,  total  includes  private 
industry  groups  shown  in  Table  B- 14. 

^  Current  dollars  divided  by  the  consumer  price  index  for  urban  wage  earners  and  clerical  workers  on  a  1982-84=100  base. 

Note:  See  Note.  Table  B-14. 

Source;  Department  of  Labor  (Bureau  of  Labor  Statistics). 
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Tabi.e  B-16.  Productivity  and  related  data,  business  and  nonfarm  business  sectors, 

1965-2013 


(Index  numbers,  2009=100:  quarterly  data  seasonally  adjusted] 


Year  or  quarter 

Output  per  hour 
of  all  persons 

Output '  j 

Hours  of 
all  persons^ 

Compensation 
per  hour  7 

Real 

compensation 
per  hour  4 

Unit  labor 
costs 

Implicit  price 
Deflator  f 

Busi¬ 

ness 

sector 

Nonfarm 

business 

sector 

Busi¬ 
ness 
sector  1 

Nonfarm 

business 

sector 

Busi-  1  Nonfarm 
ness  j  business 
sector  1  sector 

Busi¬ 

ness 

secto' 

Nonfarm 

business 

sector 

Busi¬ 

ness 

sector 

Nonfarm 

business 

sector 

Busi¬ 

ness 

sector 

Nonfarm 

business 

sector 

Busi¬ 

ness 

sector 

Nonfarm 

business 

sector 

1965 

39.4 

41.4 

250i 

2501 

63.5  i 

60,4 

92 

94 

57.1 

58.7 

23.4 

22.8 

21.9 

21.4 

1966. 

41  0 

42  9 

26.7' 

268' 

652 

624 

98 

10.0 

59,3 

604 

24,0 

23.3 

224 

21.9 

1967 

41.9 

43.7 

27.3 

27.3 

65.0 

62  4 

104 

106 

608 

62  0 

24.7 

242 

23.0 

22.6 

1968. 

43.4 

45  2 

286 

28  7 

660 

63.5 

11.2 

11.4 

629 

64.0 

25.8 

25.2 

23.9 

234 

1969. 

436 

45  3 

29.5 

296 

67.7 

654 

120 

122 

63.8 

64  8 

27.4 

26  8 

25.0 

24,5 

1970 

44.5 

46,0 

29.5 

29.6 

66,3 

64  3 

129 

13.0 

64  9 

65,6 

28  9 

28  3 

26,1 

25.5 

1971 . 

463 

47.8 

30,6 

30.7 

65.2 

64,2 

136 

138 

65.9 

66,7 

29.5 

28.9 

27.2 

26.7 

1972 

47.8 

49  4 

52  6 

32  7 

682 

66.3 

14,5 

14.7 

67.9 

63.8 

30.3 

29.7 

28.2 

27.5 

19/3. 

49.2 

50.9 

349 

35.1 

708 

69.0 

156 

158 

689 

69,7 

31.8 

31.1 

29,6 

28.5 

1974. 

48  4 

50.1 

343 

34,6 

71,0 

69.1 

17.1 

17.3 

67.9 

68,7 

35.3 

34.6 

32.5 

31,4 

19/b. 

50.1 

51.4 

34.0 

34.0 

679 

66.1 

189 

19.1 

68.9 

69,6 

37.8 

37.2 

35.7 

34.8 

1976 

51.7 

53.2 

36,3 

36.4 

70,1 

685 

20,4 

20,6 

70,3 

70.9 

39.5 

38,7 

37.6 

36.7 

19/7 . 

52.7 

54.1 

384 

385 

728 

71.2 

221 

223 

71.3 

720 

41.9 

41.2 

39.8 

39.0 

1978 

533 

54.8 

40.8 

41.1 

76.6 

74  9 

23.9 

24.2 

72  2 

73,1 

44,9 

44.2 

42  6 

41,6 

19/9. 

53.3 

54.7 

422 

424 

79.1 

77,6 

26  3 

26.5 

72.3 

73.1 

49,3 

48.5 

45.2 

45.1 

1980. 

53.3 

54,7 

41.8 

420 

78.5 

76.9 

29.1 

29.4 

721 

72  8 

54.6 

53.8 

50.3 

49.4 

1981 . 

54.5 

555 

43.0 

43.0 

79.0 

77,5 

31.8 

32  2 

72  0 

72.9 

58,4 

58,0 

54.9 

54.1 

1982. 

54.1 

55.0 

41.7 

41.6 

77.2 

75.8 

34,2 

34.6 

729 

73.7 

63.2 

62.9 

58.1 

57,5 

19R3 

56.0 

57.4 

44  0 

443 

786 

77.3 

35.7 

361 

73,1 

74.0 

63.7 

629 

601 

59.3 

1984. 

57.6 

53.6 

47.9 

48.1 

83.2 

820 

37.3 

37.7 

73.3 

741 

64.7 

64.3 

61.8 

61.0 

1985. 

58.9 

59,6 

50.1 

50.1 

85.1 

84.1 

39.2 

39.5 

74  5 

75,1 

66.5 

66.3 

63.6 

63.0 

1986. 

60.6 

61.4 

52,0 

520 

85.8 

84  8 

41.4 

41.8 

77.3 

78.0 

68.4 

68.1 

64.4 

63.9 

1987 

. 

60.9 

61.7 

53.8 

53.9 

88.3 

87.3 

43.0 

43.4 

77.6 

78,4 

70.6 

70.3 

65.7 

65.2 

1988. 

61.8 

62.7 

56.1 

56.3 

90.8 

89.8 

45.2 

45.6 

78.8 

79,5 

73.2 

72.7 

67.8 

67.2 

1989. 

. 

62.5 

63.3 

58.2 

584 

93.1 

92,3 

46.6 

45.9 

77.9 

78.4 

74.5 

74.2 

70.3 

69.6 

1990 

63.9 

64.5 

59.2 

593 

926 

91,9 

49,6 

49.9 

79,0 

79.3 

77.6 

77.3 

72,6 

71.9 

1991 

65.1 

657 

58,9 

590 

90,4 

89,7 

521 

523 

79.9 

80,4 

80.0 

79.7 

74,6 

74,2 

199? 

68.0 

63.5 

61.3 

61.3 

90.2 

89.5 

55.1 

55.5 

826 

83.1 

81.1 

81.0 

75.8 

75.4 

1993 

68.1 

686 

631 

63  2 

92  7 

922 

56.0 

56.2 

81.8 

821 

82.2 

81.9 

77.6 

77.1 

1994 

636 

69  3 

65.2 

662 

96.4 

95.5 

56.5 

569 

80.9 

81.4 

82.3 

82.1 

79.0 

78,6 

1995 

63.9 

698 

682 

685 

99,1 

982 

57.6 

58,0 

80.5 

81.1 

83.6 

83.1 

80.4 

79.9 

1996 

70.9 

71  9 

,.714 

71.6 

100.7 

99,9 

60,0 

60.4  81.7 

82.2 

84,6 

84.3 

81.6 

81.0 

199/ 

72.3 

72.8 

|752 

75  3 

104  0 

103,4 

62  2 

62  5 

829 

83.3 

86.0 

85,8 

82,8 

82.4 

199R 

745 

750 

7  791 

793 

1061 

105.7 

65.9 

66.1 

86.6 

86.9 

88.4 

88.1 

83.2 

82.9 

1999 

77.3 

77.6 

836 

839 

1082 

108.0 

688 

689 

885 

88.7 

89.0 

88.7 

83.7 

83.6 

2000 

79.9 

802 

874 

87.5 

109.4 

109,1 

73.8 

74.0 

91.9 

921 

92,4 

92.2 

85,3 

85.2 

2001 

82.1 

82.4 

87.9 

88.1 

107.1 

107.0 

77.2 

77.2 

93.5 

93.5 

94.0 

93.7 

86,8 

86.6 

2002 

85.6 

85.9 

89.5 

89.7 

104.5 

104.4 

78,9 

79.0 

94.1 

94.2 

92.2 

91.9 

87.4 

87.4 

2003 

83.9 

89.1 

923 

925 

103.9 

103.8 

81.9 

81.9 

955 

95,6 

92.1 

92.0 

88.6 

88.5 

2004 

91.8 

91.9 

965 

96,6 

105.2 

105.2 

85.7 

85.7 

97.3 

97.3 

93.4 

93.3 

90.7 

90.3 

2005 

93.7 

93.8 

100.2 

100.3 

106,9 

106.9 

888 

888 

97.6 

97,6 

94.8 

94.7 

93.5 

93,4 

2036 

94.6 

94,6 

103,3 

103.6 

109.2 

109.3 

923 

92  3 

982 

98.2 

97.5 

97,5 

96,1 

96.0 

2007 

95.0 

93.2 

105.5 

1058 

109.9 

110.0 

96,4 

963 

99.7 

996 

100.4 

100,1 

98,2 

97.9 

2008 

93.8 

95.9 

104.3 

104.5 

107.7 

107.8 

99,0 

989 

98.6 

98.5 

102.2 

102.0 

99.7 

99.4 

2039 

103.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

2010 

103.3 

103.3 

103.1 

103.2 

99.9 

99.9 

1020 

102,1  !  100.3 

100.4 

98.8 

93,8 

101.1 

101.0 

2011 

103.6 

103.8 

105.6 

105.7 

101.9 

101.9 

104,4 

104.6 

99,6 

99,7 

100.8 

100.8 

103.3 

102.7 

2012 

105.1 

105.3 

109.5 

109.7 

104.1 

104.1 

107.2 

107.4 

100.1 

100.3 

102.0 

102.0 

105.1 

104.6 

2013n . 

105.2 

105.9 

112.2 

112,1 

105.7 

105.9 

109.1 

109.1 

100.4 

100.5 

102.7 

103.0 

106.7 

105.9 

2010; 

102.5 

102.6 

101.5 

101.5 

98.9 

98.9 

100.7 

100.7 

99.3 

99.4 

98.2 

98.2 

100.5 

100.4 

II . 

102.9 

102.9 

102.7 

1027 

99.8 

99.7 

101.9 

1020 

100.6 

100.7 

99.0 

99.1 

100.9 

100.8 

Ill . 

103.6 

103,5 

103.7 

103.7 

100.2 

100.2 

102.5 

102  5 

100.8 

100.9 

98.9 

99.0 

101.3 

101.2 

IV . 

104.0 

104.1 

104.7 

104,8 

100.7 

100.7 

1029 

103.1 

100.5 

100.6 

99.0 

99.0 

101.9 

101.6 

2011: 

103.1 

103,2 

104.2 

104.2 

101.0 

101.0 

104,5 

104.7 

101.0 

101.2 

101.4 

101,5 

102,4 

101.9 

II . 

103.6 

103.7 

105.2 

105.4 

101.6 

101,7 

104.4 

104.4 1  99.7 

99.8 

100.8 

100.7 

103.0 

1025 

Ill . 

103.5 

103.7 

105.7 

105.9 

1021 

102.1 

105.0 

105.2  i  99.6 

99.8 

101.5 

101.5 

103.8 

103.2 

IV . 

104.4 

104.5 

107.3 

107.4 

102.9 

102.8 

103.8 

104.0 

i  981 

983 

99.5 

99.6 

103.9 

103.4 

2012: 

104.7 

104.8 

108.6 

108.7 

103.7 

103.7 

106.0 

1063 

99.6 

99,8 

101.3 

101.3 

104.4 

103.8 

II . 

105.0 

105.2 

109.1 

109.2 

103.8 

103.8 

106.5 

106.8 

99,9 

100.1 

101.4 

101.5 

104.9 

104.4 

Ill . 

105.6 

105.8 

110.0 

110.3 

104.2 

104.2 

106.7 

106.9 1  99.5 

997 

101,1 

101.1 

105.5 

105.0 

IV . 

105.1 

105.4 

110.1 

110.5 

104.7 

104  8 

109.4 

109.5 

j  101.4 

101.5 

104.0 

103.9 

105.8 

105.2 

2013 

105,2 

104,9 

110.5 

110,4 

105.0 

105.2 

108.1 

1080 

i  99.9 

99.8 

102.7 

103.0 

105.3 

105.4 

II . 

105.7 

105.4 

111.4 

111.3 

1054 

105.6 

109.1 

109,1 

1  100.8 

100.8 

1  103.2 

103.5 

106.4 

105.6 

Ill 

106.6 

105.3 

1129 

112,8 

105.9 

106.1 

109.4 

!  109,5 

1  100.5 

100.5 

1027 

103.0 

106.9 

106,2 

IV4 . 

107.3 

107.1 

1141 

1141 

106.4 

106.5 

109.8 

109.9 

1  100.6 

1  100.7 

102.3 

102.6 

107.1 

106.5 

'  Output  refers  to  real  gross  domestic  product  in  the  sector. 

^  Hours  at  work  of  all  persons  engaged  in  sector,  including  hours  of  employees,  proprietors,  and  unpaid  family  workers.  Estimates  based  primarily  on 
establishment  data. 

-  Wages  and  salaries  of  employees  plus  employers'  contributions  for  social  insurance  and  private  benefit  plans.  Also  includes  an  estimate  of  wages,  salaries, 
and  supplemental  payments  for  the  self-employed. 

'  Hourly  compensation  divided  by  consumer  price  series.  The  consumer  price  series  for  1 978-2012  is  based  on  the  consumer  price  index  research  series  ICPi- 
U-RS),  and  for  recent  quarters  is  based  on  the  consumer  price  index  for  all  urban  consumers  (CM-LI). 
f  Cunent  dollar  output  divided  by  the  output  index. 

Source:  Department  of  Labor  (Bureau  of  Labor  Statistics]. 
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Interest  Rates,  Money  Stock,  and  Government  Finance 


Table  B-17.  Bond  yields  and  interest  rates,  1942-2014 

(Percent  per  annum) 


Year  and  month 

■  '  T 

U.S.  Treasury  securities  I 

Corporate 

bonds 

(Moody'sl 

High- 
grade 
municipal 
bonds 
(Stan¬ 
dard  & 
Poor's! 

New- 

home 

mort- 

gage_ 

yields' 

Prime 
rate 
charged 
dy  , 

banks’ 

Discount  winder'.' 
(Federal  Reserve  Bank 
of  New  York!’  = 

Federal 

funds 

rate^ 

Bills 

(at  auctioni 

Constant 
maturities  2 

3-month 

6-month 

3-yea' 

10-year 

30-vear 

Aaa^ 

Baa 

Primary  1  Adjustment 
credit  1  credit 

1942 

0  326 

283 

4  28 

2  36 

1  50 

Si. 00 

1943 

373 

2.73 

3  91 

2  06 

1  50 

Si. 00 

1944  . 

.375 

2.72 

3.61 

1.86 

1.50 

Si. 00 

1945  . 

.375 

2.62 

3.29 

1.67 

1.^ 

Si. 00 

1945 

.375 

2.53 

3.05 

1.64 

1.50 

Si. 00 

1947 

.594 

2.61 

3.24 

2.01 

1.50-1.75 

1.00 

1948 

1.040 

2.82 

3.47 

2.40 

1.75-2.00 

1.34 

1849 

1  102 

2  66 

342 

221 

2  00 

1  50 

1959 

1.218 

2.62 

3.24 

1.98 

2.07 

1.59 

1951 

1.552 

2.86 

3.41 

2.00 

2.56 

1.75 

1952 

1.766 

2.95 

3.52 

2.19 

3.00 

1.75 

1953 

1  931 

247 

285 

320 

374 

272 

317 

1.99 

1954 

953 

1  63 

240 

290 

3.51 

2  37 

3.05 

1.60 

1955 

1  753 

247 

2  82 

306 

353 

2.53 

316 

1.89 

1.79 

1956 

2  658 

319 

318 

3.36 

3  88 

293 

3.77 

2.77 

2  73 

1957 

3  267 

3  98 

365 

3  89 

471 

3.60 

4  20 

3.12 

3.11 

1958 

1.839 

2.84 

3.32 

3.79 

4.73 

3.56 

3.83 

. 

2.15 

1.57 

1959 

3.405 

3.832 

4.46 

4.33 

438 

505 

3.95 

4.48 

. 

3.36 

3.31 

1959 

293 

3.25 

3.98 

4.12 

4.41 

5.19 

3.73 

4  82 

3.53 

321 

1861 

2  38 

261 

3  54 

388 

4  35 

508 

346 

4  50 

3  00 

1  95 

1962 

278 

291 

347 

3.95 

4  33 

5.02 

3.18 

4.50 

3.00 

2  71 

1963 

316 

3  25 

3  67 

4  00 

4  26 

486 

323 

589 

4.50 

. 

3.23 

3.18 

1964 

3.56 

3.69 

4.03 

4.19 

4.40 

4.83 

3.22 

583 

450 

. 

3.55 

3.50 

1965 

3  95 

4  05 

4  22 

4  28 

4  49 

4  87 

327 

581 

4  54 

4  04 

4  07 

1965 

4.88 

5.08 

5.23 

4.93 

5.13 

5.67 

3.82 

6.25 

5.63 

4.50 

5.11 

1957 

4.32 

4.63 

5.03 

5.07 

5.51 

6.23 

3.98 

6.46 

5.63 

4.19 

4.22 

1963 

534 

5  47 

568 

5  64 

618 

694 

4  51 

6  97 

631 

517 

566 

1969 

668 

6  85 

7  02 

6  67 

7  03 

7.81 

5  81 

781 

7  96 

5.87 

8.21 

1970 

643 

653 

7  29 

7  35 

804 

9.11 

651 

845 

7.91 

5.95 

7.17 

1971 

4  35 

4  51 

566 

616 

7.39 

856 

5.70 

7.74 

5.73 

4.88 

4.67 

1972 

4  07 

4  47 

5.72 

6.21 

7.21 

8.16 

5.27 

7.60 

5.25 

4.50 

4.44 

1973 

7  04 

718 

696 

685 

7.44 

8.24 

5.18 

7.96 

8.03 

645 

8.74 

1974 

7.89 

7.93 

7.84 

7.56 

8.57 

9.50 

6.09 

8.92 

10.81 

7.83 

1051 

1975 

5.84 

6.12 

7.50 

7.99 

8.83 

10.61 

6.89 

9.00 

7.86 

6.25 

5.82 

1976 

4.99 

5.27 

6.77 

7.61 

8.43 

9.75 

6.49 

9.00 

6.84 

5.50 

5.05 

1977  . 

5.27 

5.52 

6.68 

7.42 

7.75 

8.02 

8.97 

5.56 

9.02 

6.83 

5.46 

5.54 

1978 . 

7.22 

7.58 

8.29 

8.41 

8.49 

8.73 

9.49 

5.90 

9.56 

9.06 

7.46 

7.94 

1979  . 

10.05 

10.02 

9.70 

9.43 

9.28 

9.63 

10.69 

6.39 

10.78 

12.67 

10.29 

11.20 

1989  . 

11.51 

11.37 

11.51 

11.43 

11.27 

11.94 

13.67 

8.51 

12.66 

15.26 

11.77 

13.35 

1981 . 

14.03 

13.78 

14.46 

13.92 

13.45 

14.17 

16.04 

11.23 

1470 

18.87 

13.42 

16.39 

1982 

1069 

11  08 

12  93 

1301 

1276 

1379 

16.11 

11.57 

15.14 

14  85 

11.01 

12.24 

1983 . 

8.63 

8.75 

10.45 

11.10 

11.18 

12.04 

13.55 

9.47 

12.57 

10.79 

8.50 

9.09 

1934  . 

9.53 

9.77 

11.92 

12.46 

12.41 

12.71 

14.19 

10.15 

12.38 

12.04 

8.80 

10.23 

1985  . 

7.47 

7.64 

9.64 

10.62 

10.79 

11.37 

12.72 

9.18 

11.55 

9.93 

7.69 

810 

1983  . 

5.98 

6.03 

7.06 

7.67 

7.78 

9.02 

10.39 

7.38 

10.17 

8.33 

6.32 

6.80 

1987  . 

5.82 

605 

7.68 

8.39 

8.59 

9.38 

10.58 

7.73 

9.31 

8.21 

5.66 

6.66 

1983 

669 

692 

826 

885 

8  96 

971 

10  83 

7  76 

919 

9  32 

6  20 

7  57 

1989 

812 

8  04 

855 

849 

845 

926 

1018 

7.24 

10.13 

10.87 

6.93 

9.21 

1990 

751 

7  47 

826 

855 

861 

932 

1036 

7  25 

1005 

1001 

6  98 

810 

1991 

5.42 

5.49 

6.82 

7.86 

814 

877 

9.80 

6.89 

9.32 

8.46 

5.45 

5.69 

1992 

3.45 

3.57 

5.30 

7.01 

7.67 

8.14 

8.98 

6.41 

8.24 

6.25 

3.25 

3.52 

1993 

3.02 

3.14 

4.44 

5.87 

6.59 

7.22 

7.93 

5.63 

7.20 

6.00 

3.00 

3.02 

1994 

4.29 

4.66 

6.27 

7.09 

7.37 

7.96 

862 

6.19 

7.49 

7.15 

3.60 

421 

1995 

5.51 

5.59 

6.25 

6.57 

6.88 

7.59 

8.20 

5.95 

7.87 

8.83 

5.21 

5.83 

1996 

502 

509 

599 

644 

671 

7  37 

805 

575 

7  80 

827 

502 

530 

1997  . 

5.07 

5.18 

6.10 

6.35 

6.61 

7.26 

7.86 

5.55 

7.71 

8.44 

5.00 

5.46 

1998  . 

4.81 

4.85 

5.14 

5.26 

558 

6.53 

7.22 

5.12 

7.07 

8.35 

4.92 

5.35 

1993  . 

4.66 

4.76 

5.49 

5.65 

5.87 

7.04 

7.87 

5.43 

7.04 

8.00 

4.62 

4  97 

2000  . 

5.85 

5.92 

6.22 

6.03 

5.94 

7.62 

8.36 

5.77 

7.52 

9.23 

5.73 

6.24 

2001  . 

3.44 

3.39 

4.09 

5.02 

5.49 

7.08 

7.95 

5.19 

7.00 

6.91 

3.40 

3.88 

2002  . 

1.62 

1.69 

3.10 

461 

5.43 

6.49 

7.80 

5.05 

6.43 

4.67 

1.17 

1.67 

2003  . 

1.01 

1.06 

2.10 

4.01 

5.67 

6.77 

4.73 

5.80 

4.12 

2.12 

1.13 

2004  .  ..  . 

1.38 

1.57 

2  78 

4.27 

5.63 

6.39 

4.63 

5.77 

4.34 

2.34 

1.35 

2005 

316 

3.40 

3  93 

4.29 

5.24 

6.06 

4.29 

5.94 

619 

419 

3.22 

2005  . 

473 

4.80 

4.77 

4.80 

4.91 

5.59 

6.48 

4.42 

6.63 

7.96 

5.96 

4.97 

2007  . 

4.41 

4.48 

4.35 

4.63 

4.84 

5.56 

6.43 

4.42 

6.41 

805 

5.86 

5.02 

2003  . 

1.43 

1.71 

2.24 

3.66 

4.28 

5.63 

7.45 

4.80 

6.05 

5.09 

239 

1.92 

2009  . 

.16 

.29 

1.43 

3.26 

4.08 

5.31 

7.30 

4  64 

5.14 

3.25 

.50 

.16 

2010 . 

.14 

.20 

1.11 

3.22 

4.25 

4.94 

6.04 

4.16 

4.80 

3.25 

.72 

1  . 

1  .18 

2011 . 

.06 

.10 

.75 

2.78 

3.91 

4.64 

5.66 

4.29 

4  56 

3.25 

.75 

' 

.10 

2012 . 

.09 

.13 

.38 

1.80 

2  92 

3.67 

4.94 

3.14 

3  69 

3.25 

.75 

. 

!  .14 

2013 . 

.06 

.09 

.54 

2.35 

3.45 

4.24 

5.10 

3.96 

4.00 

3.25 

.75 

! . 

1  .11 

’  High  bill  rate  at  auction,  issue  date  within  period,  bank-discount  basis.  On  or  after  October  28, 1993,  data  are  stop  yieids  from  uniform-price  auctions. 
Before  that  date,  they  are  weighted  average  yields  from  multiple-price  auctions. 

See  next  page  for  continuation  of  tab'e. 
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Table  B-17.  Bond  yields  and  interest  rates,  \942-20\4— Continued 
(Percent  per  annum) 


U  S  Treasury  securities 

i 

_ ! 

Corporate 

High- 
grade 
municipal 
bonds 
(Stan¬ 
dard  & 
Poor's) 

New- 

home 

mort- 

Prime 
rate 
charged 
by  , 
banks 

Discount  window 

Year  and  month 

Bills 

(at  auction)’ 

Constant 
maturities  2 

bonds 

(Moody's) 

(Federal  Reserve  Bank 
of  New  York)  5  = 

Federal 

funds 

rate^ 

i 

3-month  i  6-month 

3-year 

10-year 

39-year 

AaaT  j 

Baa 

y?el^s^ 

Primary 

credit 

Adjustment 

credit 

2009  Jan 

012 

0  31 

1.13 

2  52 

3  13 

5.05 

8  14 

5  13 

511 

High-low 

3.25-3  25 

High-low 

050-0.50 

High- low 

015 

Feb . 

.31 

.46 

1.37 

2.87 

3.59 

5.27 

8.03 

5.00 

5.09 

3.25-3.25 

0.50-0.50 

.22 

Ma- . 

.25 

1,31 

2.82 

3.64 

5.50 

6.42 

5.15 

5.10 

3.25-3.25 

0.50-0.50 

.18 

Apr . 

.17 

.37 

1,32 

2,93 

3.76 

5.39 

8.39 

4.63 

4.96 

3.25-3.25 

0.50-0.50 

.15 

May . 

.19 

.31 

1.39 

329 

4.23 

5.54 

8.06 

4.60 

4,92 

3.25-3.25 

0.50-0.50 

.16 

June . 

.17 

.32 

1.76 

3.72 

4.52 

5.61 

7.50 

4.84 

5.17 

3.25-3.25 

0.50-0.50 

.21 

July . 

.19 

.29 

1.55 

3.56 

4.41 

5.41 

7.09 

4.69 

5,40 

3.25-3.25 

0.50-0.50 

.16 

Aug . 

.18 

.27 

1.65 

3.59 

4.37 

5.26 

6.58 

4.58 

5.32 

3.25-3.25 

0.50-0.50 

.16 

Sept . 

,13 

.22 

1.48 

3.40 

419 

5.13 

6.31 

4.13 

5.26 

3.25-3.25 

0.50-0.50 

.15 

Oct . 

.(B 

.17 

1.46 

3.39 

4.19 

5.15 

629 

4.20 

5.14 

3.25-3.25 

0.50-0.50 

.12 

Nov . 

.0^ 

.16 

1.32 

3.40 

4,31 

5.19 

6.32 

4.35 

5.08 

3.25-3.25 

0.50-0.50 

.12 

Dec . 

,07 

.17 

1,38 

3.59 

4.49 

5.26 

6.37 

4.16 

5.01 

3,25-3.25 

0,50-0.50 

.12 

2010.  Jan . 

.05 

.15 

1.49 

3.73 

460 

5,26 

6.25 

4,22 

5.04 

3.25-3.25 

0.50-0.50 

.11 

Feb . 

.10 

.18 

1.40 

3.69 

4.62 

5.35 

6.34 

4.23 

5.08 

3.25-3,25 

0.75-0.50 

.13 

Ma' . 

.15 

.22 

1.51 

3.73 

4.64 

5,27 

6.27 

4.22 

5.09 

3.25-3.25 

0.75-0.75 

.16 

Apr .  ; 

.15 

.24 

1.64 

3.85 

4.69 

5.29 

6.25 

4.24 

5.21 

3.25-3.25 

0.75-0.75 

.20 

May .  i 

.16 

.23 

1.32 

3.42 

4.29 

4.95 

5.05 

4.15 

5.12 

3,25-3.25 

0.75-0.75 

,20 

June . 

,12 

.19 

1.17 

3.20 

4.13 

4.83 

5.23 

4,18 

5,00 

3,25-3.25 

0.75-0.75 

.18 

July . 

.16 

.20 

.re 

3.01 

3.99 

4.72 

6.01 

4.11 

4.87 

3.25-3.25 

0.75-0.75 

.18 

Aug . 

.15 

.19 

.78 

2,70 

3.80 

4,49 

5.65 

3.91 

4.67 

3.25-3.25 

0.75-0.75 

.19 

Sept . 

.15 

.19 

.74 

2.65 

3.77 

4.53 

5,65 

3.76 

4.52 

3.25-3.25 

0.75-0.75 

.19 

Oct . 

.13 

.17 

.57 

2.54 

3.87 

4.63 

5.72 

3.83 

4.40 

3.25-3.25 

0.75-0.75 

.19 

Nov' . 

.13 

.17 

.67 

2.76 

4.19 

4.87 

5.92 

4.39 

4.26 

3.25-3.25 

0.75-0,75 

.19 

15 

20 

99 

3  29 

4  42 

5  02 

610 

4  72 

4  44 

3  25-3  25 

075-075 

18 

2011;  Jan . 

.15 

.18 

1.03 

3.39 

4,52 

5.04 

6.09 

5.02 

4.75 

3.25-3.25 

0.75-0.75 

.17 

.14 

.17 

1.28 

3.58 

4  65 

5  22 

6.15 

4  92 

4  94 

3.25-3  25 

0.75-0.75 

16 

Ma'  ,  . 

.11 ; 

,16 

1.17 

3.41 

4  51 

5.13 

6.03 

4.70 

4  98 

3.25-3.25 

0,75-0.75 

.14 

Apr . 

,05 

.12 

1.21 

3.45 

4.50 

5.16 

6,02 

4.71 

4.91 

3.25-3.25 

0.75-0.75 

.10 

May . 

.04 

1  ,03 

,94 

3,17 

4.29 

4.95 

5,78 

4.34 

4.86 

3.25-3.25 

0,75-0.75 

.09 

June . 

.04 

,10 

.71 

3.00 

4.23 

4.99 

5.75 

4.22 

4.61 

3.25-3.25 

0.75-0.75 

.09 

July . 

.03 

.03 

.68 

3.03 

4.27 

4.93 

5.76 

4.24 

4.55 

3.25-3.25 

0.75-0.75 

.07 

Aug 

.05 

.09 

.33 

2.30 

3.65 

4.37 

5.35 

3.92 

4,29 

3.25-3.25 

0.75-0.75 

.10 

Sept . 

.02 

.05 

.35 

1.93 

3,18 

4.09 

5,27 

3.79 

4.36 

3.25-3.25 

0.75-0.75 

.08 

Oct . 

,02 

.05 

,47 

215 

3.13 

3.98 

1  5.37 

3.94 

4.19 

3,25-3.25 

0.75-0.75 

.07 

Nov . 

.01 

.05 

.39 

2.01 

3.02 

3.87 

5.14 

3.95 

4.26 

3.25-3.25 

0.75-0.75 

.08 

Dec . 

,02 

.05 

.39 

1.93 

2.93 

3.93 

5.25 

3.76 

4.16 

3.25-3.25 

0.75-0.75 

.07 

2012  Jan . 

.02 

.re 

.35 

1.97 

3.03 

3.85 

5.23 

3.43 

4,09 

3.25-3.25 

0.75-0.75 

.08 

Feb . 

.08 

.11 

.38 

1.97 

3.11 

3.85 

5.14 

3,25 

4.01 

3.25-3.25 

0.75-0.75 

.10 

Ma- . 

.09 

.14 

.51 

2.17 

3.28 

3.99 

5.23 

3.51 

3.72 

3.25-3.25 

0.75-0.75 

.13 

Apr . 

03 

.14 

.43 

2.05 

3.18 

3.95 

5.19 

3.47 

3.93 

3.25-3.25 

0.75-0.75 

.14 

May 

.09 

.14 

.39 

1.80 

2,93 

3.80 

5.07 

3.21 

3,88 

3.25-3.25 

0.75-0.75 

.16 

June . 

.09 

.14 

.39 

1.62 

2.70 

3.64 

5.02 

3.30 

3.80 

3.25-3.25 

0.75-0.75 

.16 

July  . 

.10 

.14 

.33 

1,53 

2.59 

3.40 

4.87 

3.14 

3.76 

3,25-3.25 

0,75-0.75 

.16 

Aug . 

,11 

.14 

.37 

1.63 

2.77 

3.48 

4.91 

3.07 

3.67 

3.25-3.25 

0.75-0.75 

.13 

Sept . 

,10 

.13 

.34 

1.72 

2.83 

3.49 

4.84 

3.02 

3.62 

3.25-3.25 

0.75-0.75 

.14 

Oct 

.10 

.15 

.37 

1.75 

290 

3.47 

4.58 

2.89 

3.56 

3.25-3.25 

0.75-0.75 

.16 

Noi 

.11 

.15 

.35 

1.65 

2.80 

3.50 

4.51 

2  63 

346 

3.25-3.25 

0.75-0.75 

.16 

Det 

.03 

.12 

.35 

1.72 

2,83 

3,65 

4.63 

2.73 

3.40 

3.25-3.25 

0.75-0.75 

.16 

2013.  Jan  . 

.07 

.11 

.39 

1,91 

3.08 

3.80 

4.73 

2,93 

3.41 

3.25-3.25 

0.75-0.75 

.14 

.10 

.12 

.49 

1.93 

3.17 

3.90 

4.65 

3.09 

3,49 

3.25-3.25 

0.75-0,75 

.15 

Ma' . 

.09 

.11 

.39 

1.96 

3,16 

3.93 

1  4.65 

3.27 

3.61 

3,25-3.25 

0.75-0.75 

.14 

Apr . 

re 

ire 

.34 

1.76 

2,93 

3.73 

1  4.59 

3.22 

3.66 

3.25-3.25 

0.75-0.75 

.15 

May . 

.05 

.08 

.40 

1.93 

3.11 

3.89 

1  4.73 

3.39 

3.55 

3.25-3.25 

0,75-0.75 

.11 

June . 

.05 

.09 

.58 

2.30 

340 

4.27 

5.19 

4.02 

3.64 

3.25-3.25 

0,75-0.75 

.09 

July . 

.04 

.09 

.64 

2,53 

3.61 

4.34 

1  5,32 

4.51 

4.07 

3,25-3.25 

0.75-0.75 

.09 

Aug.  . 

.04 

1  .07 

.70 

2.74 

3.76 

4,54 

1  5,42 

4.77 

4.33 

3.25-3.25 

0.75-0.75 

.06 

Sept . 

.02 

.04 

,78 

2.81 

3.79 

4,64 

1  5.47 

4.74 

4,44 

3.25-3.25 

0.75-0.75 

.08 

Oct . 

.05 

.08 

.63 

2  62 

3.68 

4.53 

j  5.31 

4.50 

4.47 

3.25-3.25 

0.75-0.75 

.09 

Nov' 

07 

10 

58 

2  72 

380 

463 

5  38 

4  51 

439 

3  25-3  25 

075-0  75 

08 

.07 

.09 

69 

290 

3,89 

4.62 

4.49 

5.33 

4.55 

4  37 

3,25-3  25 

0.75-0.75 

09 

2014  Jan . 

.05 

.07 

78 

i  2.86 

3.77 

5.19 

4.33 

4.45 

3.25-3.25 

i  0.75-0.75 

.07 

2  Yields  on  the  more  actively  traded  issues  adjusted  to  constant  maturities  by  the  Department  of  the  Treasury.  The  30-year  Treasury  constant  maturity  series 
was  discontinued  on  February  18. 2002.  and  reintroduced  on  February  9, 2035. 

-  Beginning  with  December  7, 2001 .  data  for  corporate  Aaa  series  are  industrial  bonds  only. 

*  EffKtive  rale  fin  the  primary  marketl  on  conventional  mortgages,  reflecting  fees  and  charges  as  well  as  contract  rate  and  assuming,  on  the  average, 
repayment  at  end  of  1 0  years.  Rates  beginning  with  January  1 973  not  strictly  comparable  with  prior  rates. 

’  For  monthly  data,  high  and  low  for  the  period.  Prime  rate  for  1 947-1 946  3'e  ranges  of  the  rate  in  effect  during  the  period, 

5  Primary  credit  replaced  adjustment  credit  as  the  Federal  Resewe's  principal  discount  window  lending  program  effective  January  9, 2003. 

F  Since  July  19. 1975,  the  daily  effective  rate  is  an  average  of  the  rates  on  a  given  day  weighted  by  the  volume  of  transactions  at  these  rates.  Prior  to  that  date, 
the  daily  effective  rate  was  the  rate  considered  most  representative  of  the  day's  transactions,  usually  the  one  at  which  most  transactions  occuned. 

8  From  Dctober  30. 1942  to  April  24, 1946,  a  preferential  rate  of  0.50  percent  was  in  effect  for  advances  secured  by  Government  securities  maturing  in  one  yea' 
or  less 

Sources.  Department  of  the  Treasury,  Board  of  Governors  of  the  Federal  Reserve  System,  Federal  Ffousing  Finance  Agency.  Moody's  Investors  Service,  and 
Standard  &  Poor's. 
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Table  B-18.  Money  stock  and  debt  measures,  1974-2014 


[Averages  of  daily  figures,  except  debt  end-of-penod  basis:  billions  of  dollars,  seasonally  adjusted] 


Year  and  month 

Ml 

M2 

Debt' 

Percent  change 

Sum  of  currency, 
demand  deposits, 
travelers  checks, 
and  other 
checkable  deposits 
lOCDs) 

Ml  plus  retail 
MMMF  iHlances, 
savings  deposits 
(including  MMDAsI, 
and  small 
time  deposits^ 

Debt  of 
domestic 
nonfinancial 
sectors 

from  year  or 

6  months  earlier  7 

From 

previous 

period'* 

Ml 

M2 

Debt 

December. 

1974  . 

274,2 

902.1 

2,069.1 

4,3 

5.4 

9.2 

1975  . 

287.1 

1,016,2 

2,259.8 

4.7 

126 

9,3 

1976  . 

306.2 

1,152.0 

2,503,0 

6.7 

13.4 

10,8 

1977  . 

330,9 

1,270.3 

2,824,0 

8.1 

10.3 

12.8 

1978  . 

357.3 

1,366.0 

3,207.9 

8.0 

IL 

13.8 

1979  . 

381.8 

1,473.7 

3,596.3 

6.9 

7.9 

12.1 

1980  . 

408.5 

1,599.8 

3,944.3 

7.0 

8.6 

9.5 

1981 . 

436.7 

1,755.5 

4,351.9 

6.9 

9.7 

10.3 

1982  . 

474.8 

1,905.4 

4,773.1 

8.7 

86 

10,4 

1983  . 

521.4 

2,123.8 

5,348.6 

9.8 

11.4 

12.0 

1984  . 

551.6 

2,306.8 

6,134.8 

5.8 

8.6 

14  8 

1985  . 

619.8 

2,492.6 

7,110.6 

12.4 

8.1 

15.6 

1985  . 

724,7 

2,729.2 

7,953.0 

16.9 

95 

11.9 

1987  . 

750.2 

2,828.8 

8,656.1 

3.5 

30, 

9.1 

1983  . 

786.7 

2,999.6 

9,437.0 

4.9 

5,7 

9.1 

1989  . 

792.9 

3,154.4 

10,139.3 

.8 

5.5 

7.3 

1990 . 

824.7 

3,272.7 

10,825.1 

4.0 

3.8 

6.5 

1991 . 

897.0 

3,371.6 

11,295.2 

8.8 

3.0 

4.4 

1992  . 

1,024.9 

3,423.1 

11,812.7 

14.3 

1.5 

4.6 

1993  . 

1,129.6 

3,472.4 

12,494.8 

10.2 

1.4 

56 

1994  . 

1,150.6 

3,485.0 

13,140.9 

1.9 

.4 

5.1 

1995  . 

1,127.5 

3,626.7 

13,810.3 

-2.0 

4.1 

5.0 

1996  . 

1,081.3 

3,804.9 

14,516.4 

-4.1 

4.9 

5.1 

1997  . 

1,072.4 

4,017.3 

15,309.0 

-8 

56 

55 

1993  . 

1,095.3 

4,356.4 

16,307.0 

21 

8.4 

6.5 

1999  . 

1,122.8 

4,616,8 

17,353.2 

2.5 

6,0 

6.2 

2000  . 

1,088.5 

4,903.5 

18,227.9 

-3.1 

6.2 

5.0 

2001  . 

1,183.3 

5,405.6 

19,374.9 

87 

10.2 

6.4 

2002  . 

1,220.2 

5,749.8 

20,804.5 

3.1 

6.2 

7.4 

2003  . 

1,306.1 

6,036.0 

22,520.1 

7.0 

5.1 

8.0 

2004  . 

1,376.0 

6,388.6 

25,349.1 

5.4 

5,8 

9.3 

2005  . 

1,374.8 

6,651,5 

27,696.1 

-.1 

4,1 

9.3 

2005  . 

1,367.5 

7,040.6 

30,174.2 

-.5 

5.8 

8.7 

2007  . 

1,375.0 

7,444.0 

32,765.2 

.5 

5.7 

8.6 

2008  . 

1.603.8 

8,165.2 

34,724.9 

16.6 

9.7 

6,0 

2009  . 

1,694.2 

8,453.8 

35,667.3 

56 

3.6 

3.1 

2010 . 

1,836.2 

8,766.0 

37,039.9 

84 

3.6 

4.0 

2011 . 

2.159.9 

9,620.2 

38,421.4 

17.6 

9.7 

3.7 

2012 . 

2,447.2 

10,405.8 

40,286.2 

13.3 

8.2 

4.9 

2013 . 

2,648.3 

10,958.8 

8.2 

6.3 

2012:  Jan . 

2  199.6 

9  707.5 

19.3 

9.2 

2,212.1 

9.760.0 

9.0 

5.7 

Mar . 

2,228,5 

9,802.1 

38,871.1 

9.5 

6.3 

4,7 

2,250.4 

9,855.7 

10.3 

6.8 

May  . 

2  254,2 

9  886  0 

86 

64 

June . 

■  2,269.6 

9,948.7 

39,380.4 

10.2 

6.8 

53 

July . 

2,322.1 

10,022.1 

11.1 

6.5 

2,346.7 

10,085.0 

12.2 

6.7 

Sept . 

2,383.5 

10,157.7 

39,671.9 

13.9 

7.3 

3.0 

2,4154 

10,2141 

14.7 

7.3 

2,407.7 

10,279.9 

13.6 

8.0 

Dec . 

2,447.2 

10.4(E.8 

40,286.2 

15.7 

9.2 

6.2 

2013:  Jan . 

2  454.5 

10,442  6 

12.3 

84 

2,473.5 

10,454.7 

10.8 

7.3 

Mat . 

2,476.4 

10,519.8 

49,731.2 

7.8 

7.1 

44 

2  517.8 

10,553.7 

85 

6.6 

2,525.8 

10,590.8 

9.8 

6.0 

June . 

2,529.1 

10,639.0 

41,074.1 

6.7 

45 

3.4 

2,553.3 

10,702.2 

7.6 

5.0 

Aug . 

2,560,3 

10,756,2 

7.0 

58 

Sept . 

2,587.0 

10.802.2 

41,431.9 

8,9 

5.4 

3.5 

2,625.8 

10,9Kl.l 

8.6 

6.6 

2  612.3 

10,903.9 

6,8 

6.0 

2,648.3 

10.958.8 

94 

6,0 

. 

2014:  Jan  . 

2,683.0 

11,011.5 

9.7 

5.8 

'  Consists  of  outstanding  credit  market  debt  of  the  U  S.  Government.  State  and  local  governments,  and  private  nonfinancial  sectors. 

^  Money  market  mutual  fund  (MMMFf  Money  market  deposit  account  IMMDA). 

3  Annual  changes  are  from  December  to  December,  monthly  changes  are  from  six  months  earlier  at  a  simple  annual  rate. 

^  Annual  changes  are  from  fourth  quarter  to  fourth  quarter  Qualerly  changes  are  from  previous  quarter  at  annual  rate. 

Note;  For  further  information  on  the  composition  of  M1  and  M2,  see  the  Ff6  release  of  the  federal  Reserve  Board.  The  Federal  Reserve  no  longer  publishes 
the  M3  monetary  aggregate  and  most  of  its  components.  Institutional  money  market  mutual  funds  is  published  as  a  memorandum  item  in  the  Ff  .6  release,  and 
the  component  on  large-denomination  time  deposits  is  published  in  other  federal  Reserve  Boa'd  releases.  For  details,  see  Ff,6  release  of  March  23, 2006. 
Source;  Board  of  Governors  of  the  Federal  Reserve  System. 
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RKra 


W 


Gross  I  II  domesGc 
Federal 


hansition  quarter . 

81.2 

95.0 

-14.7 

63.2 

77.3 

-14.1 

977 

355.6 

409.2 

-53.7 

278.7 

328.7 

-49.9 

978  . 

399,6 

458.7 

-59.2 

314,2 

369.6 

-554 

979 

453.3 

504.0 

-40.7 

355,3 

494,9 

-39,6 

980 

517.1 

590,9 

-73,8 

403  9 

477.0 

-73.1 

981 

599.3 

678.2 

-79.0 

459.1 

543.0 

-73,9 

982 

617.8 

745.7 

-128.0 

474.3 

594.9 

-120.6 

983 

600.6 

808.4 

-207.8 

453.2 

660.9 

-207.7 

984 

656.4 

851.6 

-185.4 

503.4 

685.6 

-185.3 

i935 

734.0 

946.3 

-212.3 

547.9 

769.4 

-221.5 

1985 

769.2 

990.4 

-221.2 

563.9 

806.8 

-237.9 

'987 

854.3 

1,004.0 

-149.7 

640.9 

809.2 

-168,4 

1988 

909.2 

1,064.4 

-155.2 

657.7 

850.0 

-192.3 

1989 

991.1 

1,143.7 

-152,6 

727.4 

932.8 

-205.4 

1990 

1.032,0 

1,253.0 

-221.0 

750.3 

1,027.9 

-277.6 

1991 

1,055.0 

1,324.2 

-269.2 

761.1 

1,082.5 

-321.4 

1992  . 

1,091.2 

1,381.5 

-290.3 

783.8 

1,129.2 

-340.4 

1993 

1,154,3 

1,409,4 

-255.1 

842  4 

1,142.8 

-3004 

1994 

1,258.6 

1,461.8 

-203.2 

-164.0 

923.5 

1,182,4 

-258.8 

1995 

1,351.8 

1,515.7 

1.0lK),7 

1,227.1 

-226.4 

1995 

1,453.1 

1,550.5 

1.601.1 

-107,4 

1,085.6 

1,259.6 

-174,0 

1997 

1.579.2 

-21.9 

1,187.2 

1,290.5 

-103.2 

1998 

1,721.7 

1,652.5 

69.3 

1,305,9 

1,335.9 

-299 

1999 

1,827.5 

1,701.8 

125.6 

1,333.0 

1,331.1 

1.9 

2000 

2,025.2 

1,789,0 

235.2 

1,544,6 

1,458.2 

86.4 

2001 

1,931.1 

1,862.8 

128,2 

1,483.6 

1,516.0 

-32.4 

2002 

1,853,1 

2,010.9 

-1578 

1,337.8 

1,655.2 

-317.4 

2003 

1,782.3 

2,159.9 

-377.6 

1,253.5 

1,796.9 

-538.4 

2004 

1.880.1 

2,292.8 

-412  7 

1.345,4 

1,913.3 

-568.0 

2005  . 

2,153.6 

2,472.0 

-318,3 

1,576.1 

2,059,7 

-493.6 

2006  . 

2,405.9 

2,655.1 

-248,2 

1,798.5 

2,233.0 

-434.5 

2007  . 

2,568.0 

2,728.7 

-160.7 

1.932.9 

2,275.0 

-342.2 

2008  . 

2.524.0 

2,982.5 

-458.6 

1,865.9 

2.507.8 

-641.8 

2009  . 

2,105.0 

3.517.7 

-1,412,7 

1,451,0 

3.000.7 

-1,549.7 

2010 

2.162,7 

3,457.1 

-1,294  4 

1,531.0 

2,902.4 

-1,371.4 

2011 

2,303.5 

3.603.1 

-1,299.6 

1,737.7 

3,104.5 

-1,366.8 

2012 

2,450,2 

3,537.1 

-1,087,0 

1,880.7 

3,029.5 

-1,148.9 

2013 

2,775.1 

3.454.6 

-679.5 

2,101.8 

2,820.8 

-719.0 

2014  (estimates)... 

3,001.7 

3,650.5 

-648.8 

2,269.4 

2,939.3 

-669.9 

2015(estimatesl .... 

3,337.4 

3.901.0 

-563.6 

2,579.5 

3,143,4 

-563,8 

Note:  Fiscal  years  through  1976  were  on  a  July  1-June30  basis,  beginning  with  October  1976  {fiscal  year  1977),  the  fiscal  year  is  on  an  October  1- 
September  30  basis.  The  transition  quarter  is  the  three-month  period  from  July  1 . 1976  through  September  30, 1 976, 

See  Budget  of  the  United  States  Government,  fiscal  Year  A/S,  for  additional  information. 

Sources.  Department  of  Commerce  (Bureau  of  Economic  Analysis),  Department  of  the  Treasury,  and  Office  of  Management  and  Budget 
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Table  B-20.  Federal  receipts,  outlays,  surplus  or  deficit,  and  debt,  as  percent  of  gross 
domestic  product,  fiscal  years  1942-2015 


[Percent:  fiscal  years] 


Fiscal  year  or 
period 

Receipts 

Outlays 

Surplus 

Federal  debt  (end  of  period) 

Total 

National 

defense 

deficit 

(-1 

Gross 

Federal 

Held  by 
public 

1942  . 

9.9 

23.8 

17.4 

-13.9 

53.6 

45.9 

1943  . 

13.0 

426 

33.1 

-29.6 

77.3 

69.2 

1944.. 

20.5 

42.7 

37.0 

-22.2 

95.5 

88.4 

1945.. 

19.9 

41.0 

35.6 

-21.0 

114.9 

103.9 

1946  . 

17.2 

24.2 

18.7 

-7.0 

1189 

105.1 

1947  . 

16.1 

14.4 

5.4 

1.7 

107.6 

93.9 

1948  . 

15.8 

11.3 

3.5 

4.5 

96.0 

82  4 

1949  . 

14.2 

14.0 

46 

.2 

91.3 

77.4 

1959  . 

14.1 

15.3 

4.9 

-1.1 

92.1 

78.5 

1951 . 

15.8 

13.9 

7.2 

1.9 

76.0 

65.5 

1952  . 

18.5 

18.9 

12.9 

-.4 

72.5 

61O.I 

1953  . 

18.2 

19.9 

13.8 

-1.7 

69.5 

57.1 

1954  . 

18.0 

18.3 

127 

-.3 

69.9 

57.9 

1955.. 

16.1 

16.8 

10.5 

-.7 

67.4 

55.7 

1956  . 

17.0 

16.1 

9.7 

.9 

62.1 

50.6 

1957  . 

17.2 

16.5 

98 

.7 

58.6 

47.2 

1958  . 

16.8 

17.4 

9.9 

-.6 

59.0 

47.7 

1959  . 

15.7 

18.2 

9.7 

-2.5 

56.9 

464 

1960. 

17.3 

17.2 

9.0 

.1 

54.3 

44.3 

1951  . 

17.2 

17.8 

9.1 

-.6 

53.4 

43.5 

1952.. 

17.0 

18.2 

8.9 

-1.2 

51.6 

42.3 

1963. 

17.2 

18.0 

8.6 

-.8 

50.1 

41.0 

1954 . 

17.0 

17.9 

8.3 

-.9 

47.7 

33.7 

1965  . 

164 

16.6 

7.1 

-.2 

45.4 

35.7 

1966  . 

16.7 

17.2 

7.4 

-.5 

42.0 

33.7 

1967  . 

17.8 

18.8 

8.5 

-1.0 

40.6 

31.8 

1968  . 

17.0 

19.8 

9.1 

-2.8 

41.0 

32.2 

1969  . 

19.0 

18.7 

8.4 

.3 

37.2 

28.3 

1970. 

18.4 

18.6 

7.8 

-.3 

36.3 

27.0 

1971  . 

16.7 

18.8 

7.0 

-2.1 

36.5 

27.1 

1972. 

17.0 

18.9 

6.5 

-1.9 

35.7 

2B.4 

1973. 

17.0 

18.1 

5.7 

-1.1 

34.4 

25.1 

1974. 

17.7 

18.1 

5.3 

-.4 

32.6 

23.1 

1975 

17.3 

20.6 

5.4 

-3.3 

33.6 

245 

1976. 

16.6 

20.8 

5.0 

-4.1 

35.1 

26.7 

Transition  quarter ... 

17.2 

20.3 

4.7 

-3.1 

34.0 

26.2 

1977  . 

17.5 

20.2 

4.8 

-2.6 

34.8 

27.1 

1978. 

17.5 

20.1 

4.6 

-2.6 

34.1 

26.6 

1979. 

180 

19.6 

45 

-16 

32  3 

249 

1980. 

18.5 

21.1 

4.8 

-26 

32.5 

25.5 

1981  . 

19.1 

21.6 

5.0 

-2.5 

31.7 

25.2 

1982. 

18.6 

22.5 

5.6 

-3.9 

34.3 

27.9 

1983. 

17.0 

22.8 

5.9 

-5.9 

38.7 

32.1 

1984. 

16.9 

21.5 

58 

-4.7 

39.6 

33.1 

1985. 

17.2 

22.2 

5.9 

-5.0 

42.6 

35.3 

1985. 

17.0 

21.8 

6.0 

-4.9 

46.7 

33.4 

1987. 

17.9 

21.0 

5.9 

-3.1 

49.1 

39.5 

1983. 

17.6 

20.6 

5.6 

-3.0 

50.5 

39.8 

1989. 

17.8 

20.5 

5.4 

-2.7 

51.5 

33.3 

1999. 

17.4 

21.2 

5.1 

-3.7 

54.2 

40.8 

1991 . 

17.3 

21.7 

45 

-4.4 

58.9 

44.0 

1992. 

17.0 

21.5 

4.6 

-4.5 

62.2 

46.6 

1993. 

17.0 

20.7 

4.3 

-3.8 

64.0 

47.6 

1994. 

17.5 

20.3 

3.9 

-2.8 

64.5 

47.7 

1995. 

17.8 

20.0 

3.6 

-2.2 

64.9 

47.5 

1995. 

18.2 

19.6 

3.3 

-1.3 

64.9 

46.8 

1937  . 

18.6 

18.9 

3.2 

-.3 

63.3 

445 

1993  . 

19.2 

18.5 

3.0 

.8 

61.2 

41.6 

1999  . 

19.2 

17.9 

2.9 

1.3 

58.9 

33.2 

2000  . 

19.9 

17.6 

2.9 

2.3 

55.4 

33.6 

2001  . 

18.8 

17.6 

2.9 

1.2 

54.6 

31.4 

2092  . 

17.0 

18.5 

3.2 

-1.5 

57.0 

32.5 

2003  . 

15.7 

19.1 

3.6 

-3.3 

59.6 

34.5 

2004  . 

15.6 

19.0 

3.8 

-3.4 

60.8 

35.5 

2005  . 

16.7 

19.2 

3.8 

-2.5 

61.3 

35.6 

2006. 

17.6 

19.4 

3.8 

-1.8 

61.7 

35.3 

2007. 

17.9 

19.0 

3.8 

-1.1 

62.5 

35.1 

2093. 

17.1 

20.2 

4.2 

-3.1 

67.7 

39.3 

20[S. 

14.6 

24.4 

4.6 

-98 

624 

523 

2010. 

146 

23.4 

4.7 

-8.8 

91.5 

61.0 

2011  . 

15.0 

23.4 

4.6 

-8.4 

96.0 

65.8 

2012. 

15.2 

22.0 

4.2 

-6.8 

99.7 

70.1 

2013. 

16.7 

20.8 

3.8 

-4.1 

1006 

72.1 

2014  (estimatesi . 

17.3 

21.1 

3.6 

-3.7 

103.2 

74.4 

2015  (estimates! . 

18.3 

21.4 

35 

-3.1 

102.7 

74.6 

Note:  See  Note,  Table  B- 13. 

Sources:  Department  of  the  Treasury  and  Off  ce  of  Management  and  Budget. 
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Table  B-21.  Federal  receipts  and  outlays,  by  major  category,  and  surplus  or  deficit,  fiscal  years 

1947-2015 


IBillions  of  dollars:  fiscal  years) 


Fiscal  year  or 
period 

Receipts  (on-budget  and  off-budget) 

Outlays  (on-budget  and  off-budget)  j 

i 

Total 

Indi¬ 

vidual 

income 

taxes 

Corpo¬ 

ration 

income 

taxes 

Social 

insur¬ 

ance 

and 

retire¬ 

ment 

receipts 

Other 

Total 

National 

defense 

Inter¬ 

na¬ 

tional 

affairs 

Health 

Medi¬ 

care 

[ 

In¬ 

come 

secu¬ 

rity 

Social 

secu¬ 

rity 

Net 

inter¬ 

est 

Other 

Total 

Depart¬ 
ment  of 
Defense, 
military 

1947,. 

33.5 

17.9 

8,6 

85 

34.5 

12.8 

- 1 

5.8 

0.2 

28 

0.6 

4.2 

82 

1948., 

j  41.6 

19.3 

9.7 

3.8 

8.8 

29.8 

9.1 

4.6 

.2 

2.5 

.6 

4.3 

8.5 

1949  . 

I  39.4 

15.6 

11.2 

3.8 

8.9 

38.8 

13.2 

6.1 

.2 

3.2 

.7 

4.5 

11.1 

1950 

i  39.4 

158 

10.4 

4,3 

89 

42  6 

13  7 

4,7 

.3 

4,1 

8 

48 

14.2 

1951 

51.6 

21.6 

14,1 

5,7 

10.2 

45.5 

23.6 

3.6 

.3 

3.4 

1.6 

4,7 

8.4 

1952 

;  66.2 

2/9 

21? 

6Jj 

10.6 

6/7 

46.1 

. 

2/ 

.3 

3.7 

21 

47 

8.1 

1953 

:  69.6 

29.8 

21.2 

6.8 

11/ 

76,1 

52,8 

2.1 

.3 

3.8 

2.7 

5.2 

9.1 

1954 

i  69.7 

29.5 

21.1 

7.2 

11.9 

70.9 

49  3 

16 

.3 

4.4 

3.4 

48 

7.1 

1955  . 

65.5 

28.7 

17.9 

7.9 

11,0 

684 

42  / 

. 

2.2 

.3 

5.1 

4.4 

4.9 

8.9 

1955 

74.6 

32.2 

20.9 

IT 

12? 

70  6 

42  5 

24 

,4 

4.7 

55 

51 

10,1 

1957., 

80.0 

35.6 

21.2 

10.0 

13.2 

766 

45  4 

3,1 

.5 

5.4 

6/ 

5.4 

10.1 

1958. 

79.6 

.34  7 

201 

11.2 

13.6 

82  4 

468 

3.4 

5 

75 

8.2 

56 

10,3 

1959. 

79.2 

36.7 

1/.3 

11.7 

13.5 

921 

49,0 

3.1 

.7 

8.2 

9.7 

5.8 

15.5 

1950 . 

92.5 

40.7 

21.5 

14.7 

15.6 

922 

48.1 

3.0 

.8 

74 

11.6 

6.9 

14.4 

1961 . 

944 

41.3 

21  0 

164 

157 

97.7 

496 

3.2 

9 

97 

125 

6.7 

152 

1962. 

■  99.7 

45.6 

205 

17.0 

16.5 

1068 

52.3 

50.1 

5.6 

12 

9.2 

14.4 

6.9 

17.2 

1953. 

!  105.6 

47.6 

216 

19.8 

176 

111.3 

53  4 

51.1 

5.3 

1.5 

93 

158 

7.7 

183 

1964. 

j  112.6 

48.7 

23.5 

22,0 

18.5 

1185 

54.8 

52.6 

4.9 

1.8 

9/ 

16.6 

8.2 

22.6 

1955. 

i  116,8 

488 

25  5 

22,2 

203 

118.2 

59  6 

48,8 

53 

1  8 

95 

175 

86 

250 

1966. 

1  130,8 

55.4 

30,1 

25.5 

19.8 

134,5 

58.1 

56,6 

5.6 

25 

0.1 

9.7 

20.7 

9.4 

28.5 

1967. 

1  143.8 

61.5 

34.0 

32.6 

20  7 

15/5 

71.4 

70.1 

56 

3.4 

2.7 

10.3 

21  7 

10.3 

321 

1968. 

1  153.0 

68./ 

28./ 

33.9 

21.7 

178,1 

81.9 

80,4 

5.3 

4,4 

4.6 

11.8 

23.9 

11.1 

35.1 

1969, 

185.9 

87.2 

36.7 

39.0 

23.9 

183.6 

82.5 

83.8 

4.6 

5.2 

5.7 

13.1 

27.3 

12.7 

32.6 

1970. 

192.8 

904 

328 

444 

25,? 

1956 

817 

80.1 

43 

59 

62 

157 

30  3 

14.4 

37  2 

1971 . 

187.1 

86.2 

26.8 

47.3 

26.8 

210,2 

78.9 

77.5 

4.2 

6.8 

6.6 

22,9 

35,9 

14,8 

40.0 

1972. 

;  207.3 

94.7 

32.2 

52.6 

27  8 

230.7 

79  2 

77.6 

4.8 

8.7 

7.5 

27  7 

40  2 

155 

47  3 

1973  . 

I  230.8 

103.2 

36,2 

631 

28.3 

245.7 

76/ 

75,0 

4.1 

9,4 

81 

283 

49.1 

1/.3 

52.8 

1974, 

i  263.2 

119(1 

386 

75.1 

30  6 

269  4 

79  3 

77.9 

57 

1(1/ 

96 

33  7 

55.9 

214 

52  9 

1975  . 

1  279.1 

122,4 

40.6 

84.5 

31.5 

332  3 

85.5 

84,9 

7,1 

12.9 

12.9 

50,2 

64,7 

23.2 

74,8 

1976  . 

[  298.1 

131.6 

41.4 

90.8 

.34  3 

371,8 

89  6 

87.9 

64 

15  7 

158 

60  8 

/3  9 

26/ 

82,7 

Transition  quarter . 

i  81.2 

38.8 

8.5 

25.2 

8.8 

96.0 

22.3 

21.8 

2.5 

3.9 

4.3 

15.0 

19.8 

6.9 

21.4 

1977  . 

;  355,6 

157,6 

54.9 

106.5 

36,6 

409,2 

9/.2 

95.1 

6,4 

17.3 

193 

61.1 

85.1 

29.9 

93.0 

1978 

;  399.6 

181.0 

60,0 

121.0 

37.7 

458.7 

104.5 

102.3 

7.5 

18.5 

22.8 

615 

93  9 

35.5 

114.7 

1979. 

I  453.3 

217.8 

65.7 

138.9 

40.8 

504,0 

116.3 

113.6 

7.5 

20.5 

26.5 

66.4 

104.1 

42.6 

120.2 

1980, 

517.1 

244.1 

64  6 

157.8 

506 

5909 

134.0 

130.9 

12,7 

232 

32.1 

86,6 

1185 

52  5 

1313 

1981 . 

.  599.3 

285.9 

61.1 

182.7 

69.5 

678.2 

157  5 

153.9 

13.1 

26.9 

39.1 

100.3 

139.6 

68.8 

133.0 

1982. 

I  617.8 

297  7 

492 

201.5 

693 

745.7 

185  3 

180.7 

12.3 

27  4 

466 

1082 

1560 

850 

1250 

1983. 

600,6 

288.9 

3/.0 

209.0 

656 

803,4 

209.9 

204,4 

11.8 

28.6 

52,6 

123.0 

1/0./ 

89.8 

121.8 

1984. 

665.4 

298.4 

569 

239.4 

718 

851.8 

227  4 

220.9 

159 

304 

57  5 

1134 

178  2 

111.1 

117.9 

1985. 

.  734.0 

334.5 

61.3 

265.2 

/3.0 

946.3 

252.7 

245.1 

16.2 

33.5 

65.8 

129.0 

188.6 

129.5 

131.0 

1936. 

769.2 

349,0 

63.1 

283.9 

73? 

990.4 

273  4 

265.4 

14.1 

.35  9 

702 

120.6 

198  8 

136  0 

141.4 

1987. 

;  854.3 

392.6 

83,9 

303.3 

74.5 

1,004,0 

282,0 

273.9 

11.6 

40.0 

75.1 

124.1 

207.4 

138.6 

125.2 

1988. 

909.2 

401.2 

94  5 

334.3 

79? 

1,064.4 

290  4 

281.9 

105 

44.5 

789 

1304 

219  3 

1518 

138  7 

1989. 

,  991.1 

445.7 

103.3 

359.4 

82/ 

1,143.7 

303.6 

294.8 

9.6 

48,4 

85.0 

137.4 

232.5 

169.0 

158.3 

1990. 

1,032.0 

456.9 

93.5 

380.0 

91.5 

1,253.0 

293.3 

263.7 

13,8 

57.7 

98.1 

1487 

248,6 

184.3 

202,5 

1991. 

1 1,055.0 

457.8 

981 

396.0 

93.1 

1,324.2 

273  3 

262.3 

15,8 

71.2 

104  5 

172  5 

269  0 

194  4 

223.5 

1992. 

i  1,091.2 

476.0 

100,3 

413.7 

101.3 

1,381.5 

293.3 

285.8 

16.1 

89.5 

119.0 

199.6 

287.6 

199.3 

172.1 

1993. 

i  1,154.3 

5097 

117.5 

428.3 

98  8 

1,409.4 

291.1 

278.5 

17,2 

994 

1306 

2100 

304  6 

198  7 

157  9 

1994. 

1  1,258.6 

543.1 

140.4 

461.5 

113/ 

1,461.8 

281.6 

268.6 

17.1 

107.1 

144/ 

217.2 

319.6 

202.9 

171.5 

1995. 

1  1,351.8 

590? 

157  0 

484.5 

1201 

15157 

272  1 

259.4 

16.4 

115.4 

159  9 

2238 

335  8 

232  1 

160  2 

1996. 

1  1,453.1 

656.4 

171.8 

509.4 

115.4 

1,560.5 

265.7 

253.1 

13.5 

119.4 

174.2 

229.7 

349.7 

241.1 

167.2 

1997. 

i  1,579.2 

7.37  5 

1823 

539.4 

1201 

1601  1 

270  5 

258.3 

15? 

123  8 

1900 

235  0 

365  3 

244.0 

157  3 

1998. 

!  1,721.7 

828.6 

188.7 

571.8 

132.6 

1,652,5 

268.2 

255.8 

13,1 

131.4 

192.8 

237.8 

379,2 

241.1 

188,9 

1999. 

1.827.5 

879,5 

184,7 

611.8 

151.5 

1,701.8 

274.8 

261.2 

15.2 

141.0 

190.4 

2425 

390,0 

229.8 

218.1 

2000. 

2,025.2 

1,034.5 

207.3 

652.9 

1606 

1  7890 

294  4 

281.0 

17? 

154  5 

1971 

2537 

409.4 

???9 

239,7 

2001 . 

1,991.1 

994.3 

151.1 

694.0 

151./ 

1,862  8 

304.7 

230.2 

16.5 

1/2.2 

217.4 

2698 

433,0 

206.2 

243.1 

2002. 

1,853.1 

858  3 

148.0 

700.8 

1460 

2,010.9 

348  5 

331.8 

223 

196  5 

230.9 

312  7 

456  0 

1709 

2/31 

2003, 

1,782.3 

/93./ 

131.8 

713.0 

143.9 

2,159.9 

404.7 

387.1 

21.2 

219.5 

249.4 

334.6 

4/4.7 

153.1 

302.6 

2004. 

1,880.1 

809.0 

189.4 

733.4 

148.4 

2,292  8 

455  8 

435.4 

26  9 

240  1 

2694 

333  1 

495  5 

160  2 

3118 

2005. 

!  2,153.6 

927.2 

2/8.3 

794.1 

154.0 

2,4720 

495,3 

474.1 

34.6 

250.5 

298.6 

345.8 

523.3 

184.0 

339.8 

2006. 

2,405.9 

1,043.9 

353.9 

837.8 

1712 

2,655.1 

521  8 

493.3 

29  5 

252  7 

329  9 

352  5 

548  5 

2266 

393  5 

2007. 

1  2,553,0 

1,163.5 

3/0.2 

869.6 

164/ 

2,728,7 

551.3 

528.5 

28.5 

266.4 

3/5.4 

366,0 

586.2 

23/.1 

317.9 

2008. 

1  2,524.0 

1,145.7 

304  3 

900,2 

173  7 

2,982.5 

6161 

594.6 

28  9 

2806 

.390  8 

4313 

617(1 

252  8 

365? 

2009. 

1 2,105.0 

915.3 

138.2 

890.9 

160.5 

3,51/./ 

661.0 

635.7 

37.5 

334.3 

430.1 

533.2 

633.0 

186.9 

651.6 

2010. 

i  2,162.7 

898.5 

191.4 

864.8 

207.9 

3,457.1 

693.5 

665.7 

45.2 

369.1 

451,6 

6222 

7067 

196.2 

372.6 

2011. 

1  2,303.5 

1  091,5 

181.1 

818.8 

2171 

3603  1 

705  6 

678.1 

45.7 

3725 

485  7 

597  4 

7308 

2300 

4355 

2012. 

1 2,450.2 

1,132.2 

242.3 

845.3 

230.4 

3,537.1 

677.9 

650.9 

47.2 

346.7 

471.8 

541.3 

7/3.3 

2204 

458.5 

2013. 

i  2,775.1 

1,3164 

2735 

947.8 

237  4 

3,454.6 

633  4 

607.8 

45.4 

3583 

497  8 

5365 

8136 

2209 

347.7 

201 4  (estimates).. 

3,001,7 

1,386.1 

332  / 

1,021.1 

261.8 

3,650.5 

620.6 

593.3 

48.5 

450.8 

519,0 

542  2 

857.3 

223.5 

388.7 

2015(estimates).. 

1 3,337.4 

1,533.9 

449.0 

1,055.7 

298.7 

3,901.0 

631,3 

584.3 

50,1 

512.2 

532,3 

536.0 

903.2 

251.9 

484.1 

Surplus 

or 

deficit 

H 

Ion- 

budget 

and 

off- 

budget) 


4.0 

11,8 

.6 

-3.1 

6.1 

-1.5 

-6,5 

-1.2 

-3.0 

3.9 

3.4 

-2.8 

-12.8 

.3 

-3.3 

-7,1 

-4.8 

-5.9 

-1.4 

-3,7 

-8.6 

-25.2 

3.2 

-2.8 

-23.0 

-23.4 

-14.9 

-6.1 

-53.2 

-73.7 

-14.7 

-53.7 

-592 

-40.7 

-73.8 

-79.0 

-128.0 

-207.8 

-185.4 

-212.3 

-221.2 

-149.7 

-155.2 

-152.6 

-221.0 

-269.2 

-290.3 

-255.1 

-203.2 

-164.0 

-107.4 

-21.9 

69.3 

125.6 

236.2 

128.2 
-157.8 
-377.6 
-412.7 
-318.3 
-248.2 
-160.7 
-458,6 

-1,412.7 

-1,294.4 

-1,299.6 

-1,087.0 

-679.5 

-648,8 

-563.6 


Note:  See  Note,  Table  B-19. 

Sources,  Department  of  the  Treasury  and  Office  of  Management  and  Budget. 
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Table  B-22.  Federal  receipts,  outlays,  surplus  or  deficit,  and  debt,  fiscal  years  2010-2015 
[Millions  of  dollars:  fiscal  years) 


Description  ; 

i 

Actual  i 

Estimates 

2010 

2011 

2012 

2013 

2014 

2015 

RECEIPTS,  OUTLAYS,  AND  SURPLUS  OR  DEFICIT 

Total: 

Receipts .  . 

2,162,706 

2,303,465 

2,450.164 

2,775,103 

3,001,721  i 

3,337.425 

Outlays . 

3,457,079 

3,603,059 

3,537,1271 

3,451,605 

3,650,526 ! 

3,900,989 

Surplus  or  deficit  (-1 . 

-1,294.373 

-1,299,593 

-1,086.953! 

-679,K)2 

-648,805 

-563,564 

On-budget 

Receipts . 

1,531,019 

1,737,678 

1,880,663! 

2.101,829 

2,269.389 

2,579.548 

Outlays .  . 

2,902,397 

3,104,453 

3,029,539  1 

2,820,794 

2,939,299 

3,143,368 

Surplus  or  deficit  H . 

-1,371,378 

-1,366,775 

-1,148,876 

-718,955 

-669.910 

-553,820 

Off-budget: 

Receipts  . 

631,687 

565,788 

569,501  ; 

673,274 

732,332 

757,877 

Outlays .  1 

554,682 

498,606 

507,588  1 

633,811 

711,227 

757,621 

Surplus  or  deficit  |-| . 1 

77,035 

67,182 

61,9131 

39,463 

21,105 

256 

OUTSTANDING  DEBT,  END  OF  PERIOD 

1 

1 

Gross  Federal  debt . 1 

13,528,807 

14,764,222 

16,050,921  i 

16,719.434 

17,892,637 

18,713,486 

Held  by  Federal  Government  accounts . 

4.5[B.926 

4,636,035 

4,769,790  i 

4,735,856 

4.989,977 

5,121,683 

Held  by  the  public .  : 

9.018,882 

10,128,187 

11.281,131 

11,982,577! 

12,902,660 

13,591,802 

811,659 

1,664,660 

1,645,2851 

2,072,283 

8,207,213 

8,463.527 

9.635,845  i 

9,910,294  1 

RECEIPTS  BY  SOURCE  i 

i 

Total:  On-budget  and  off-budget . 

2,162,706 

2,303,456 

2,450,164 ; 

2,775,103  1 

3,001,721 

3,337,425 

Individual  income  taxes . 

893,549 

1,091,473 

1,132,206! 

1.316,405 

1,336,068 

1,533,942 

Corporation  income  taxes . 

191,437 

181,085 

242,289 ! 

273.506 

332,740 

449,020 

Social  insurance  and  retirement  receipts . 

864,814 

818,792 

845,314: 

947,820 

1,021,109 

1,055.744 

On-budget . 

233,127 

253,004 

275,8131 

274,516 

288,777 

297,867 

Off-budget . 

631,687 

565,788 

559,501 1 

673,274 

732,332 

757,877 

Excise  taxes . 

66,939 

72,381 

79,061 

84,007 

93,528  1 

110,539 

Estate  and  gift  taxes . 

18,835 

7,399 

13,973 

18,912 

15.745  1 

17,526 

Customs  duties  and  fees . 

25,298 

29,519 

30.307 

31,815 

34,966 

36,965 

Miscellaneous  receipts . 

95,814 

102.817 

107,014 

102,638 

117,564 

131,689 

Deposits  of  earnings  by  Federal  Reserve  System . 

75,845 

i  82,546 

81,957 

75,767 

90,422 

88.292 

Another . 

20.969 

20,271 

25,057 

26,871 

1  27,142 

43,397 

2,000 

OUTLAYS  BY  FUNCTION 

Total:  On-budget  and  off-budget . 

3,457,079 

3,603,059 

3,537,127 

3,454,605 

3.650.526 

3,900,989 

National  defense . 

693,485 

705,554 

677,852 

633,335 

620,552 

631,280 

International  affairs . 

45,195 

45,685 

47,189 

46,418 

48.472 

50,086 

General  science,  space,  and  technoitgy . 

30,100 

29,466 

29,060 

28,908 

[  28,718 

30,839 

Energy  . 

11,618 

12,174 

14,858 

11,012 

1  13,375 

8,620 

Natural  resources  and  environment . 

43,667 

45.473 

41,631 

33,145 

39,102 

41,349 

Agriculture . 

21,356 

20,662 

17,791 

29.492 

22,659 

16,953 

Commerce  and  housing  credit . 

-82,316 

-12,573 

40,823 

-83,199 

-82.283 

-31,430 

On-budget . 

-87,016 

-13,381 

38,153 

-81,286 

-78,331 

-30,472 

Off-budget . 

4,700 

808 

2,670 

!  -1,913 

-3,952 

-958 

Transportation . 

91,972 

92,966 

93.019 

1  91,673 

95,519 

97,825 

Community  and  regional  development . 

23,894 

23,883 

25,132 

32,336 

33,305 

28,865 

Education,  training,  employment,  and  social  services . 

i  128,598 

101,233 

90,823 

72,808 

100,460 

117,350 

Health . 

369,068 

372,504 

346,742 

1  353,315 

450.795 

512,193 

Medicare . 

451,636 

485,653 

471,793 

i  497,826 

519,027 

532,324 

Income  security . 

1  622,210 

597,352 

541,344 

i  536,511 

542.237 

535.953 

Social  security . 

I  706,737 

730,811 

773,290 

1  813,551 

857,319 

1  903.196 

On-budget . 

23,317 

101,933 

140,387 

!  55,009 

26,204 

i  32,388 

Off-budget . 

1  683,420 

628,878 

632,903 

i  757,542 

831.115 

870.808 

Veterans  benefits  and  services . 

i  108,384 

127,189 

124,595 

138,938 

151,165 

158,524 

Administration  of  justice . 

;  54,333 

56,056 

56,277 

52,601 

53,102 

55,843 

General  government . 

i  23,014 

27,476 

28,036 

27,755 

22,407 

25,706 

Net  interest . 

195,194 

229,962 

220,408 

220,885 

223,450 

251,871 

On-budget . 

1  314,696 

345,943 

332.801 

326,535 

323.689 

348.074 

Off-budget . 

-118,502 

-115,981 

-112,393 

-105,650 

-100,239 

-96,203 

1  . 

1,875 

29285 

Undistributed  offsetting  receipts . 

i  -82,116 

-88,457 

-103,536 

i  -92,785 

-90,740 

-95,653 

On-budget . 

i  -67,180 

-73.368 

-87,944 

i  -76.617 

-75,043 

-79,627 

Off-budget . 

i  -14,936 

-15.099 

-15,592 

-16.168 

-15,697 

-16,026 

'  Includes  Undistributed  Allowance  for  Immigration  Reform. 

Note:  See  Note,  Table  B-1 9. 

Sources:  Department  of  the  Treasury  and  Office  of  Management  and  Budget 
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Appendix  B 


Table  B-23.  Federal  and  State  and  local  government  current  receipts  and  expenditures, 
national  income  and  product  accounts  (NIPA),  1965-2013 


IBiliions  of  dollars:  quarterly  data  at  seasonally  adjusted  annual  rates] 


Total  government 

Federal  Government 

State  and  local  government  | 

Addendum: 

Grants- 

in-aid 

to 

State 

and 

local 

governments 

Year  or  quarter 

Current 

receipts 

Current 

expendi¬ 

tures 

Net 

gwem- 

ment 

saving 

(NIPAI 

Current 

receipts 

Current 

expend!- 

tu-es 

Net 

Federal 

Govern¬ 

ment 

saving 

(NIPA) 

Current 

receipts 

Current 

expendi¬ 

tures 

Net 

State 

and 

local 

govern¬ 

ment 

saving 

(NIPAI 

1965  . 

179.7 

181.0 

-1.4 

120.4 

125.9 

-5,5 

65.8 

61,7 

4.1 

6.6 

1966  . 

202.1 

203.9 

-18 

137.4 

144.3 

-7.0 

74.1 

68.9 

5.2 

9.4 

1967  . 

216.9 

231.7 

-14.8 

146,3 

165.7 

-19.5 

81.6 

76.9 

4.7 

10.9 

1963 

251.2 

260.7 

-96 

170.6 

184.3 

-13.7 

92.5 

88,2 

4.3 

11.8 

1969 

282.5 

283.5 

-1.0 

191.8 

196,9 

-5.1 

104.3 

100.2 

4.1 

13.7 

1970 

285.7 

317.5 

-31.8 

185,1 

219.9 

-34.8 

118.9 

115.9 

3.0 

18.3 

1971 

302.1 

352.4 

-50.2 

190.7 

241.5 

-50.8 

133,6 

133.0 

0.6 

22,1 

1972 

345.4 

335.9 

-40.5 

219.0 

267.9 

-48.9 

156,9 

148.5 

8,4 

30,5 

1973 

388.5 

416.6 

-28.0 

249.2 

286.9 

-37.7 

172.8 

163.1 

9.6 

33,5 

1974 

430.0 

468.3 

-33.3 

278,5 

319.1 

-40.6 

186.4 

184.1 

2.3 

34.9 

1975 

440.9 

543.5 

-102.5 

276.8 

373.8 

-97.0 

207.7 

213.3 

-5.6 

43.6 

1976 

505.0 

582.1 

-77.1 

322,2 

402  1 

-79.9 

231.9 

229.1 

2.8 

49.1 

1977 

566.7 

630.1 

-63.5 

363.5 

435.4 

-71.9 

257.9 

249.5 

8.4 

54.8 

1978 

645.4 

691.8 

-46.4 

423,6 

483.4 

-59.8 

285.3 

271.9 

13.4 

63.5 

1979  . 

728.6 

764.9 

-33,3 

486,8 

531.3 

-44,5 

305.8 

297.6 

8,2 

64.0 

1980  . 

798.7 

879.5 

-80.9 

533.0 

6193 

-86.3 

335.3 

329.9 

5,4 

69.7 

1981 . 

918.0 

999.7 

-81.7 

620.4 

706.3 

-85.8 

367.0 

3629 

4.1 

69.4 

1982  . 

939.9 

1,109.6 

-169,7 

618.0 

782.7 

-164.6 

388.1 

393.2 

-5.1 

66.3 

1933  . 

1,001.1 

1,204.9 

-203.7 

644.2 

849.2 

-205.0 

424.8 

423,6 

1.3 

67.9 

1984  . 

1.113.9 

1,285.4 

-171.4 

710.7 

903.0 

-192.3 

475.6 

454,7 

20.9 

72,3 

1985  . 

1,216.0 

1,391.4 

-175.4 

775.3 

970.9 

-195.6 

516.9 

496.7 

20.3 

76.2 

1985  . 

1,291.7 

1.483.9 

-192.2 

817.3 

1,030.0 

-212,7 

556.8 

536,4 

20.4 

82,4 

1987  . 

1,405.5 

1.556.6 

-151.1 

899.0 

1,062  1 

-163.2 

585.0 

572.9 

12.1 

78.4 

1983  . 

1,505.5 

1,645.9 

-140.4 

961.4 

1,118,8 

-157.3 

629.9 

612.9 

17.0 

85.7 

1939  . 

1,629.8 

1,779.0 

-149.2 

1,040.8 

1,197.5 

-156.6 

680.8 

673.4 

7.4 

91.8 

1993  . 

1,710.9 

1,918.3 

-207.4 

1,085,7 

1,286.6 

-200,9 

729,6 

736.0 

-6.5 

104.4 

1991 . 

1,761.0 

2,032.3 

-271,3 

1,105.6 

1,351.8 

-246.2 

779,5 

804.6 

-25.1 

124.0 

1992  . 

1,846.0 

2,216.1 

-370.2 

1,1521 

1,484.7 

-332.7 

835.6 

873.1 

-37,5 

141,7 

1993  . 

1,950.1 

2.299.1 

-349.0 

1,2288 

1,5406 

-311.8 

877.1 

914.3 

-37.2 

155.7 

1994  . 

2,094.0 

2,374.6 

-280.7 

1,326.7 

1,580.4 

-253.7 

934.1 

961.0 

-27.0 

166.8 

1995  . 

2,218.2 

2,490.6 

-272.4 

1,4129 

1,653,7 

-240.8 

979.8 

1,011.4 

-31,5 

1745 

1995  . 

2,382.3 

2,573.2 

-191.0 

1,531.2 

1,709.7 

-178,5 

1,032.6 

1,045,0 

-12.5 

181.5 

1997  . 

2,559.3 

2,648.8 

-89.5 

1,661.6 

1,752.8 

-91,2 

1,085.8 

1,084.1 

1.7 

183.1 

1993  . 

2,731.7 

2,713.6 

18.1 

1,783.8 

1.781.0 

2.7 

1,148.7 

1,133,3 

15.4 

200.8 

1999  . 

2,903.4 

2,827.6 

75.8 

1,900.7 

1.834.2 

66.5 

1,221.8 

1,212.6 

9.2 

219.2 

2000  . 

3,133.1 

2,957.3 

165.8 

2,063.2 

1,907.3 

155.9 

1,303.1 

1,293.2 

9.9 

233.1 

2001  . 

3,118.2 

3,169.5 

-51.3 

2,026.8 

2,012.8 

14.0 

1,352.6 

1,417.9 

-65.3 

261.3 

2002  . 

2,967.0 

3,358.9 

-391,9 

1,865.8 

2,136.7 

-270.9 

1,388.4 

1,509.4 

-120.9 

287.2 

2003  . 

3,042.8 

3,567.8 

-524.9 

1.889.9 

2,293.5 

-403.5 

1,474.6 

1,596.0 

-121.4 

321,7 

2004  . 

3.265.1 

3,773.2 

-503.1 

2,022.2 

2,422.0 

-399.8 

1,575.1 

1,683.4 

-108.4 

332.2 

2005  . 

3,663.5 

4,035.6 

-372.0 

2,298.1 

2,603.5 

-305.4 

1,708,8 

1,775.4 

-66.6 

343,4 

20(B . 

4,001.8 

4,269.3 

-267.5 

2,531,7 

2,759.8 

-228.1 

1,810.9 

1,850,3 

-39,4 

340,8 

2007  . 

4,202.4 

4,541.8 

-339.4 

2.660.8 

2,927.5 

-266.7 

1,900.6 

1,973.3 

-72.7 

359.0 

2008  . 

4,043.8 

4,844.0 

-800.2 

2,505.7 

3,1408 

-635.1 

1,909.1 

2,074.1 

-165.1 

371.0 

20(B . 

3,691.2 

5,213.0 

-1,521.7 

2,230.1 

3,479.9 

-1,249.8 

1,919,2 

2,191.2 

-271.9 

458.1 

2010 . 

3,885.0 

5,451.8 

-1,565,8 

2,391.7 

3,721.3 

-1,329.5 

1,998.5 

2,235.8 

-237.3 

505.3 

2011 . 

4,074.1 

5,535.4 

-1,461.3 

2,516.7 

3,764,9 

-1,248.3 

2,029.9 

2,243.0 

-213.1 

472,5 

2012 . 

2013  f . 

4,259.2 

5,621.6 

5,669.3 

-1,362.3 

2,663.0 

3.772.7 

3.792.8 

-1,109.7 

2,039.4 

2,292,1 

2,320,4 

-252.7 

443.2 

444,0 

2010:  1 . 

3,780.5 

5,393.2 

-1,612.6 

2,309.0 

3,661.3 

-1,352.3 

1.963.7 

2,224.0 

-260.3 

492,2 

II . 

3,836.2 

5,439.2 

-1,603.0 

2,363.1 

3,703.1 

-1,340.0 

1,965.4 

2,228.4 

-262.9 

492,3 

Ill . 

3,933.2 

5.474.9 

-1,541,7 

2,4299 

3,750.0 

-1,320,1 

2,020.5 

2,242,1 

-221.6 

517.2 

IV . 

3,989.9 

5,500.0 

-1,510.1 

2,465.0 

3,770.6 

-1,305.7 

2,044.5 

2,243.9 

-204.4 

519.5 

2011:  1 . 

4,051.7 

5,507.0 

-1,455.3 

2,506.3 

3,751.3 

-1,244.9 

2,040.7 

2,251.1 

-210.3 

495.4 

II . 

4,081.6 

5,533.6 

-1,502.0 

2,523.1 

3,836.4 

-1,313.4 

2,059.0 

2,247.6 

-188.6 

500.5 

Ill . 

4,075.1 

5,529.9 

-1.454.8 

2,515.7 

3,747.4 

-1,231.7 

2,013.1 

2,236.3 

-223.1 

453.8 

IV . 

4,088.0 

5,521.3 

-1,433,3 

2,521.6 

3,7246 

-1,203.0 

2,006.7 

2,236.9 

-230.3 

440,3 

2012:  1 . 

4,233.7 

5,568.9 

-1,335.1 

2,645.4 

3,739.4 

-1,094.0 

2,024.4 

2,265.5 

-241.1 

435,1 

II . 

4,234.4 

5636.5 

-1,402.1 

2,641.1 

3.787.9 

-1,146.9 

2,034.1 

2,289.3 

-255.2 

449.7 

Ill . 

4,248.5 

5,627.9 

-1,379.4 

2,656.6 

3,7758 

-1,119.3 

2.039.6 

2,299.7 

-260.1 

447.7 

IV . 

4.320.3 

5,653.0 

-1,332.7 

2,709.0 

3,787.5 

-1,078.5 

2,059.7 

2,313.9 

-254.2 

448,4 

2013:  1 . 

4,547.3 

5,630.1 

-1,082.9 

2,900,1 

3,753,2 

-853.1 

2,078.7 

2,308.5 

-2298 

431.5 

II . 

4.832.0 

5,632.7 

-850.7 

3,166,9 

3,820.1 

-653.1 

2,110.8 

2.308,4 

-197.6 

445.7 

Ill . 

4,623.3 

5,699.3 

-1.075.9 

2,975.8 

3,825.7 

-850.0 

2,103.2 

2,329.2 

-226.0 

455.7 

IVf . 

5.655.0 

. 

3,7724 

2,335.6 

i  . 

442  9 

Note:  federal  grants-in-aid  to  State  and  local  governments  are  reflected  in  Federal  current  expenditures  and  State  and  local  current  receipts.  Total 
government  current  receipts  and  expenditures  have  been  adjusted  to  eliminate  this  duplication. 

Source:  Department  of  Commerce  (Bureau  of  Economic  Analysis]. 
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Table  B-24.  State  and  local  government  revenues  and  expenditures,  selected  fiscal  vears, 

1954-2011 

(Millions  of  dollars] 


General  revenues  by  source  2  \  General  expenditures  by  function  2 


fiscal  year' 

Total 

Property 

taxes 

Sales 

and 

gross 

receipts 

taxes 

Indi¬ 

vidual 

income 

taxes 

Corpora¬ 

tion 

net 

income 

taxes 

Revenue 

from 

federal 

Govern¬ 

ment 

All 

other  7 

Total’ 

Edu¬ 

cation 

High¬ 

ways 

Public 

welfare'* 

All 

other  4  6 

1964  . 

29,012 

9,967 

7,276 

1,127 

778 

2,966 

6,898 

30,701 

10,557 

5,527 

3,060 

11,557 

1955  . 

31,073 

10,735 

7,643 

1,237 

744, 

3,131 

7,583 

33,724 

11,907 

6,452 

3,168 

12,197 

1955  . 

34,670 

11,749 

8,691 

1,538 

890 

3,335 

8,467 

36,715 

13,224 

6,953 

3,139 

13,399 

1957 ... 

38,164 

12,864 

9,467 

1.754 

984 

3,843 

9,252 

40,375 

14,134 

7,816 

3,435 

14,940 

1958 ... 

41,219 

14,047 

9,829 

1,759 

1,018 

4,865 

9,701 

44,851 

15,919 

8,567 

3,818 

16,547 

1959... 

45,306 

14,983 

10,437 

1,994 

1,001 

6,377 

10,514 

43,887 

17,283 

9,592 

4,136 

17,876 

1960... 

60,505 

16,405 

11,849 

2,463 

1,180 

6,974 

11,634 

51,876 

18,719 

9,428 

4,404 

19,325 

1961  ... 

54,037 

18,002 

12,463 

2,613 

1,266 

7,131 

12,562 

56,201 

20,574 

9,844 

4,720 

21,063 

1962 ... 

58,252 

19,054 

13,494 

3,037 

1,308 

7,871 

13,488 

60,206 

22,216 

10,357 

5,084 

22,549 

1953... 

62,891 

20,089 

14,456 

3,269 

1,505 

8,722 

14,850 

64,815 

23,776 

11.135 

5,481 

24,423 

1963-64 . 

68,443 

21,241 

15,762 

3,791 

1,695 

10,002 

15,952 

69,302 

26,286 

11,664 

5.766 

25,586 

1964-65 . 

74,000 

22.583 

17,118 

4,090 

1,929 

11,029 

17,251 

74,678 

28,563 

12,221 

6,315 

27,579 

1955-66 . 

83,036 

24,670 

19,085 

4,760 

2,038 

13,214 

19,269 

82.843 

33,287 

12,770 

6,757 

30,029 

1965-67 . 

91,197 

26,047 

20,530 

5,825 

2,227 

15.370 

21,198 

93,350 

37,919 

13,932 

8,218 

33,281 

1957-68 . 

101,264 

27,747 

22,911 

7,308 

2,518 

17,181 

23,599 

102,411 

41,158 

14,481 

9,857 

36,915 

1963-69 . 

114,550 

30,673 

26,519 

8,908 

3,180 

19,153 

26,117 

116,728 

47,238 

15,417 

12,110 

41,963 

1969-70 . 

130.756 

34,054 

30,322 

10,812 

3,738 

21,857 

29.973 

131,332 

52,718 

16,427 

14,679 

47,508 

1970-71  . 

144,927 

37,852 

33,233 

11,900 

3.424 

26,146 

32,372 

150,674 

59,413 

18,095 

18.226 

54,940 

1971-72 . 

167.535 

42.877 

37,518 

15,227 

4416 

31,342 

35,155 

168,549 

65.813 

19,021 

21,117 

62.598 

1972-73 . 

190,222 

45.283 

42,047 

17,994 

5,425 

39,264 

40,210 

181.357 

69,713 

18,615 

23,582 

69.447 

1973-74 . 

207,670 

47.705 

46,098 

19,491 

6,015 

41,820 

46,542 

199,222 

75,833 

19,946 

25,085 

78,358 

1974-75 . 

228,171 

51,491 

49,815 

21,454 

6,642 

47,034 

51,735 

230,722 

87.858 

22,528 

28,156 

92,180 

1975-76 . 

256,176 

57,001 

54,547 

24,575 

7,273 

55,589 

57,191 

256,731 

97,216 

23,907 

32,604 

103,004 

1976-77 . 

285,157 

62.527 

60,641 

29,246 

9,174 

62,444 

61,125 

274,215 

102.780 

23,058 

35,906 

112,472 

1977-78 . 

315,950 

66,422 

67,596 

33,176 

10,738 

69,592 

68,435 

296.984 

110,758 

24,609 

39,140 

122,478 

1978-79 . 

343,236 

64,944 

74,247 

36,932 

12,128 

75,164 

79.822 

327,517 

119,448 

28,440 

41,898 

137,731 

1979-80 . 

332,322 

68,499 

79,927 

42,080 

13,321 

83,029 

95,467 

369,086 

133,211 

33,311 

47,288 

155,276 

1980-81  . 

423,404 

74,969 

85,971 

46,426 

14,143 

90,294 

111,599 

407,449 

145,784 

34,603 

54,105 

172,957 

1981-82 . 

457,654 

82,067 

93,613 

50,738 

15,028 

87,282 

128,925 

436,733 

154,282 

34,520 

57,996 

189,935 

1982-63 . 

486,753 

89,105 

100,247 

55,129 

14,258 

90,007 

138,008 

466,516 

163,876 

36,655 

60,906 

205,080 

1983-84 . 

542,730 

96,457 

114,097 

64,871 

16,798 

96,935 

153,571 

505,008 

176,108 

39,419 

66,414 

223,068 

1984-85 . 

598,121 

103,757 

126,376 

70,361 

19,152 

106,158 

172,317 

553,899 

192.686 

44,989 

71,479 

244.745 

1985-86 . 

641,436 

111,709 

135,005 

74,365 

19,994 

113,099 

187,314 

605,623 

210,819 

49.368 

75,868 

269.568 

1985-87  . 

686,860 

121,203 

144,091 

83,935 

22,425 

114,857 

200,350 

657,134 

226.619 

52,355 

82,650 

295.510 

1987-88 . 

726,762 

132,212 

156,452 

88,350 

23,663 

117,602 

208,432 

704,921 

242,683 

55,621 

89,090 

317,527 

1933-89 . 

786.129 

142,400 

166,336 

97,806 

25,926 

125,824 

227,838 

762,360 

263.898 

58.105 

97,879 

342,479 

1989-90 . 

849,502 

165,613 

177,885 

105,640 

23,566 

136,802 

249,996 

834,818 

288,148 

61,057 

110.518 

375,094 

1993-91  . 

902,207 

167,999 

185,570 

109,341 

22,242 

154,099 

262,955 

908.108 

309.302 

64,937 

130,402 

493,467 

1991-92 . 

979,137 

180,337 

197,731 

115,638 

23,880 

179,174 

282,376 

981,253 

324,652 

67,351 

158,723 

430,526 

1992-93 . 

1,041,643 

169,744 

209,649 

123.235 

26,417 

198,663 

293,935 

1,030,434 

342,287 

68,370 

170,705 

449,072 

1993-94 . 

1,100,490 

197.141 

223,628 

128,810 

28,320 

215,492 

307,099 

1,077,665 

353.287 

72,067 

183.394 

468,916 

1994-95 . 

1,169,505 

203,451 

237,268 

137,931 

31,406 

228,771 

330.677 

1,149,863 

378,273 

77,109 

196,703 

497,779 

1995-96 . 

1,222,821 

209,440 

248,993 

146,844 

32,009 

234,891 

350,645 

1,193,276 

398,859 

79,092 

197,354 

517,971 

1995-97 . 

1,289,237 

218,877 

261,418 

159,042 

33,820 

244  847 

371,233 

1,249,984 

418,416 

82,062 

203,779 

545,727 

1997-98 . 

1,355,762 

230,150 

274,883 

175,630 

34,412 

255,048 

395,639 

1.318,042 

450,365 

87,214 

203,120 

572,343 

1993-99 . 

1.434,029 

239,672 

290,993 

189,309 

33,922 

270,628 

409,505 

1,402,369 

483,259 

93,018 

218,957 

607,134 

1993-2000 . 

1,541,322 

249,178 

309,290 

211,661 

36,059 

291,950 

443,186 

1,506,797 

521,612 

101,336 

237,336 

646,512 

2000-01  . 

1,547,161 

263,689 

320,217 

226,334 

35,296 

324,033 

477,592 

1,626,053 

563,572 

107,235 

261,622 

693,634 

2001-02 . 

1,684,879 

279,191 

324,123 

202,832 

28,152 

360,546 

490,035 

1,736,866 

594.694 

115,295 

285,464 

741,413 

2002-03 . 

1,763,212 

295,683 

337,787 

199,407 

31,369 

389,264 

508,702 

1,821,917 

621.335 

117,696 

310,783 

772,102 

2003-04 . 

1,837,397 

317,941 

361,027 

215,215 

33,716 

423,112 

536,386 

1,908,543 

655,182 

117.215 

340,523 

795,622 

2004-05 . 

2,026,034 

335,779 

384,266 

242,273 

43,256 

438,558 

581,902 

2,012,110 

688,314 

126,350 

365,295 

832,151 

2005-06 . 

2,197,475 

364,559 

417,735 

268,667 

53,081 

452,975 

640,458 

2,123,663 

728,917 

136,502 

373,846 

884,398 

2005-07 . 

2,329,356 

388,701 

440,331 

290,278 

60,626 

454,585 

684,834 

2,259,899 

773,676 

144,714 

388,277 

953,232 

2007-08 . 

2,421,977 

409,540 

449,945 

304,902 

57,231 

477,441 

722,919 

2,406,183 

826,061 

153,831 

408,920 

1,017,372 

2008-09 . 

2,424,867 

430,935 

433,252 

270,862 

46,281 

536,823 

706,713 

2,499,881 

851,149 

154,047 

436,640 

1,058,044 

2009-10 . 

2.502.548 

440,577 

432,470 

260,315 

43.865 

623.081 

702,241 

2,542,553 

858,259 

155.688 

460,835 

1,067,772 

2010-11 . 

2,612,777 

443,259 

460,824 

284,938 

46,547 

645.962 

729,247 

2,587,397 

861,131 

153,005 

496,044 

1,077,217 

'  fiscal  years  not  the  same  for  all  governments.  See  Note. 

2  Excludes  revenues  or  expenditures  of  publicly  owned  utilities  and  liquor  stores  and  of  insurance-trust  activities.  Intergovernmental  receipts  and  payments 
between  State  and  local  governments  are  also  excluded. 

2  Includes  motor  vehicle  license  taxes,  other  taxes,  and  charges  and  miscellaneous  revenues. 

2  Includes  intergovernmental  payments  to  the  federal  Government. 

2  Includes  expenditures  for  libraries,  hospitals,  health,  employment  security  administration,  veterans'  services,  air  transportation,  sea  and  inland  port 
facilities,  parking  facilities,  police  protection,  fire  protection,  correction,  protective  inspection  and  regulation,  sewerage,  natural  resources,  parks  and  recreation, 
housing  and  community  development,  solid  waste  management,  financial  administration,  judicial  and  legal,  general  public  buildings,  other  government 
administration,  interest  on  general  debt,  and  other  general  expenditures,  not  elsewhere  classified. 

Note:  Except  for  States  listed,  data  for  fiscal  years  listed  from  1963-64  to  2010-1 1  are  the  aggregation  of  data  for  government  fiscal  years  that  ended  in  the 
12-month  period  from  July  1  to  June  30  of  those  years:  Texas  used  August  and  Alabama  and  Michigan  used  September  as  end  dates.  Data  for  1963  and  earlier 
years  include  data  for  government  fiscal  years  ending  during  that  particular  calendar  year. 

Source:  Department  of  Commerce  (Bureau  of  the  Census!. 
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Table  B-25. 

U.S.  Treasur 

y  secu 

rities  outstanding  by  kind  of  obligation,  1976 

[Billions  of  dollars) 

i-2014 

_  Total 

Marketable  j 

Nonmarketable 

End  of  year  or 
month 
i 

secu¬ 

rities 

out- 

Total  7 

Treasury 

bills 

Treasury 

notes 

Treasury 
bonds  L 

Treasury 

inflation-protected 

securities 

Total 

U.S. 

savings 

secu- 

Foreign 

series'* 

Govern¬ 

ment 

account 

Other  5 

ing'  i 

1 

Total  ! 

Notes 

Bonds 

rities^ 

series 

Fiscal  year. 

1976  . 

1 

609.2  i 

392.6 

161.2 

191.8 

396 

216.7 

69,7 

21.5 

120.6 

49 

1977^ 

697.8 1 

443.5 

156.1 

241.7 

45.71 

254.3! 

75.6 

21.8 

140.1 

16.8 

1978., 

767.2  i 

485.2 

160.9 

267.9 

5641 

! 

282.0  ! 

79.9 

21.7 

153  3 

27.1 

1979 .. 

819.1  j 

505,7 

161.4 

274.2 

71.1 

. 

. 1 

312.41 

80.6 

28.1 

1764 

274 

1980.. 

9068  1 

594.5! 

199,8 

310.9 

83.8 

i 

1 

312.3 

73.0 

25.2 

1898 

242 

1981  .. 

996.8  i 

683.21 

223.4 

363.6 

96.2 

313.6 

68.3 

20.5 

201.1 

23,7 

1982.. 

1,141.2 

824.4  i 

277.9 

4429 

103.6 

! 

3168 

67.6 

14,6 

210.6 

24.1 

1983. 

1,376.3 

1,024.0 

340.7 

557.5 

125.7 

352.3 

706 

11,5 

234,7 

35,6 

1984. 

1,560.41 

1.176.6 

356.8 

661.7 

158.1 

383.8 

73.7 

8.8 

259.5 

41,8 

1935 . 

1,822  3  1 

1,360  2 

384.2 

776.4 

1995 

462.1 

78.2 

66 

313.9 

63.3 

1985, 

2,124  91 

1,564,3 

410,7 

896.9 

241.71 

560.5 

87.8 

4.1 

365.9 

102.8 

1987. 

2,349  4  1 

1,676.0 

378.3 

1,005.1 

277.6  1 

,  , 

673.4  ! 

98.5 

44 

440,7 

129.8 

1988. 

2,601,4  1 

1.802.9 

398.5 

1,089.6 

299  9  1 

798.51 

107.8 

6,3 

636.5 

143.0 

1989. 

2,837.9 

1,892.8 

406.6 

1,133.2 

338.0 

945.2 

115.7 

6,8 

663.7 

159.0 

1990, 

3,212.7 

2,092.8 

482.5 

1,218.1 

377.2 ! 

1 

1,119.9 

123.9 

36.0 

779,4 

lo-o.e 

1991 . 

3,664,5 

2,393.7 1 

564.6 

1,387.7 

423.4 

1,273.9 

135.4 

41.6 

9084 

1^.5 

1992. 

4,063,8 

2,677.5 1 

634.3 

1,566.3 

461.81 

1,386.3 

150.3 

37.0 

1,011.0 

183.0 

1993. 

4.410.7 

2,904.9  i 

658.4 

1,734.2 

497.4 

1.505.8 

169.1 

42.5 

1,114.3 

179.9 

1994. 

4,691.7 

3,091 .6  1 

697.3 

1,867.5 

511.8 

1,600.1 

178.6 

42  0 

1,211.7 

167,8 

1995. 

4,953.0 

3,260.4 ! 

7425 

1,980.3 

522  6 

1,692.6 

183.5 

41.0 

1,324.3 

143.8 

1995. 

5.220.8 

3,418,4 

761.2 

2,098.7 

543.5 

1 

1,802  4 

184.1 

37.5 

1,454,7 

126,1 

1997. 

5,407.6 

3,439.6 

701.9 

2,122.2 

5762 

24.4 

24.4 

1,963.0 

182.7 

34.9 

1,6085 

141.9 

1993. 

5,518.7 

3,331.0 

637.6 

2,009.1 

610.4 

58.8 1 

41.9 

17.0 

2,187.6 

180.8 

35,1 

1,777.3 

194.4 

1999. 

5,647.3 

3,233.0 

653.2 

1,828.8 

643.7 

92  4  1 

67.6 

24.8 

2,414.3 

180.0 

31.0 

2,005.2 

193.1 

2003, 

5,622.1 

2,992,8 

616.2 

1,611.3 

635.3 

115.0 

81.6 

33.4 

2,629.4 

177.7 

25.4 

2,242  9 

183.3 

200!  ^ 

5,807.5 

2,930.7 

734.9 

1,433.0 

613.0 

134.9 

95.1 

39.7 

2,876.7 

186.5 

18.3 

2,492  1 

179.9 

2002, 

6,228.2 

3,136.7 

868.3 

1,521.6 

593.0 

138.9 

93.7 

45.1 

3,091.5 

193,3 

12,5 

2,707.3 

178.4 

2003. 

6,783.2 

3,450.7 

918.2 

1,799.5 

576  9 

166.1 

120.0 

45.1 

3,322.5 

201.6 

11.0 

2,912  2 

197.7 

2034. 

7,379.1 

3,845.1  1 

961.5 

2,109.6 

552  0 

223.0 

164.5 

58.5 

3,533.0 

204.2 

5.9 

3,130.0 

192.9 

2005. 

7,932.7 

4,084.9 

914,3 

2,328.8 

520.7 

307.1 

229.1 

78.0 

3,847.8 

203.6 

3.1 

3.380.6 

260.5 

2005. 

8,507.0 

4,303.0 

911.5 

2,447.2 

534.7 

395.6 

293.9 

101.7 

4,203.9 

203.7 

3.0 

3,722.7 

274.5 

2007. 

9,007.7 

4,446.1 

958.1 

2,458.0 

561.1 

456.9 

335.7 

121.2 

4,559.5 

197.1 

3.0 

4,026.8 

332.6 

2008. 

10,024.7 

5,236.0 

1,469.8 

2,624.8 

582  9 

524.5 

380.2 

144.3 

4,788.7 

194.3 

3.0 

4,297.7 

293.8 

2009. 

11,909.8 

7,009.7 

1,992.5 

3,773.8 

679.8 

i  551.7 

396.2 

155.5 

4.9(B.l 

192.5 

4.9 

4,454.3 

248.4 

2010 

13,561.6 

8,498.3 

1,786.5 

5,255.9 

849.9 

593.8 

421.1 

172.7 

5,063.3 

188.7 

4.2 

4,645.3 

225.1 

2011 

14,790.3 

9,624.5 

1,477.5 

6,412.5 

1,020.4 

705.7 

509.4 

196.3 

5,165.8 

1  185.1 

3.0 

4,793.9 

ia6 

2012 

16,065.2 

10.749.7 

1,616.0 

7,120.7 

1,198  2 

807.7 

584.7 

223,0 

5,316.5 

j  183.8 

3.0 

4,939.3 

190.4 

2013 

16,738.2 

11.596.2 

1,530.0 

7,758.0 

1.366.2 

936.4 

685.5 

250.8 

5,142.0 

1  180.0 

3.0 

4,803.1 

156.0 

2012: 

Jan . 

15.356.1 

10,068,9 

1,525.4 

6,711.3 

1,078.0 

745.7 

541.6 

204.0 

5,287.2 

i  185,2 

3,8 

4,922  0 

176.3 

Feb . 

15,486.9 

10,222.3 

1,610.4 

6,754.4 

1,096.0 

753.0 

540.4 

2127 

5,266.6 

185.0 

3.8 

4,902.1 

175.7 

Mar . 

15,582,3 

10,333,5 

1,674.4 

6,776.5 

1,109.9 

769.3 

555.7 

213.6 

5,243.8 

184,8 

3.6 

4,870.8 

184.6 

Apr . 

15,692.7 

10.40'0.1 

1,613.4 

6,883.3 

1,125.3 

769.6 

555.1 

214.5 

5,292.6 

185.2 

3.4 

4,9125 

191.6 

May . 

15,771.0 

10,485.2 

1,605,4 

6,941.5 

1,1423 

788.5 

572.4 

216.1 

5,284.8 

184.9 

3.2 

4,901.7 

195.0 

June . 

15,855.5 

10,520.8 

1,596.4 

6,962.9 

1,156.2 

798.2 

574.3 

223.9 

5,334.7 

184.7 

3.0 

4,953.1 

193.9 

July . 

15,933.5 

10,607.3 

1,581,0 

7,067.2 

1,169.2 

782.9 

559.2 

223.7 

5,326.1 

184.4 

3.0 

4,952,9 

185,9 

Aug . 

16,016.0 

10,757.0 

1,663.0 

7,105.8 

1,185.2 

795.9 

572.6 

223.4 

5,259.0 

184.0 

3.0 

4,8855 

186.5 

Sept . 

16.066.2 

10,749.7 

1,616.0 

7,120.7 

1,198.2 

807.7 

584.7 

223.0 

5,316.5 

183.8 

3.0 

4,939.3 

193.4 

Oct . 

16,261.7 

10,887,5 

1,622.0 

7,228.2 

1,211.2 

819.0 

587.7 

231.3 

5,374,2 

183.6 

3.0 

4,992.1 

195,4 

Nov . 

16,369.7 

11,032.8 

1,695,0 

7,267.7 

1,227.2 

835.8 

603.4 

232.4 

5,336.9 

183.3 

3.0 

4,959.9 

190,7 

Dec . 

16,432.7 

11,053.2 

1,629.0 

7,327.1 

1,240.2 

849.8 

617.5 

232.3 

5,379.5 

182.5 

3.0 

4,999.6 

194.4 

2013: 

Jan . 

16,433.8 

11,115.3 

1,607.9 

7,386.2 

1,253.2 

850.9 

629.7 

231.2 

5,318.5 

1822 

3.0 

4,943.7 

189.6 

Feb . 

16,687.3 

11,303.4 

1,742,0 

7,422.5 

1.269.2 

857.7 

628.1 

239.6 

5,379.0 

162.0 

3.0 

5,008.1 

185,8 

Mar . 

16,771.6 

11,398.3 

1,791.0 

7,435.0 

1,282.2 

833.0 

642.8 

240.3 

5,373.4 

181.7 

3.0 

4,999.0 

189.7 

16,828.8 

11,416,8 

1,694.9 

7,528.0 

1,295.2 

691.6 

649.4 

242.2 

5,412.1 

181.5 

3.0 

5,032.2 

195.4 

16,738.8 

11.397.3 

1,606.9 

7,564.9 

1,311.2 

907.2 

654.3 

242.9 

5,341.5 

181.2 

3.0 

4,958.8 

193.5 

June . 

16,7382 

11,394.9 

1,569.9 

7,581.7 

1,324.2 

913.4 

663.7 

249.7 

5.343.3 

180.9 

3.0 

4,972.7 

186.7 

July . 

16,738.6 

11,483.5 

1,556.0 

7,680.1 

1,337.2 

904.6 

654.5 

250.1 

5,255.1 

180.6 

3.0 

4,901.6 

170.0 

Aug . 

16,738.8 

11,586.3 

1,638.0 

7,666.5 

1,353.2 

923.0 

672.2 

250.7 

5,152.5 

180.2 

3.0 

4,809.7 

159.5 

Sept . 

16,738.2 

11,596.2 

1,530.0 

7,758.0 

1,366.2 

936.4 

685.5 

250.8 

5,142.0 

180.0 

3.0 

4,803.1 

156.0 

Oct . 

17,156.1 

11,695,0 

1,545,0 

7,811.3 

1,379.2 

944.6 

686.3 

258.3 

5,461.1 

179.7 

3,0 

5,125,9 

152.5 

Nov . 

17,217.2 

11,791.7 

1,621.0 

7,801.8 

1,395.2 

958.8 

700.2 

258.6 

5,425.5 

179.6 

3.0 

5,092,1 

150.9 

Dec . 

17,352  0 

11,869,4 

1,592.0 

7,881.7 

1,408.2 

972.6 

714.7 

257.9 

5,482,5 

179.2 

3.0 

5,152  9 

147.5 

2014: 

Jan . 

17,293.0 

11,825.3 

1,486.0 

7,929.1 

1,421.2 

1  959.1 

701.7 

257.4 

5,467.7 

178.8 

i  3.0 

5.143.6 

142.3 

'  Data  beginning  with  January  2001  are  interest-bearing  and  non-interest-beannp  securities,  prior  data  are  interest-bearing  securities  only. 

7  Data  from  1986  to  2002  and  2K)5  to  2014  include  Federal  financing  Bank  securities,  not  shown  separately.  Beginning  with  dc. ..  for  January  2014,  includes 
Floating  Rate  Notes,  not  shown  separately. 

7  Through  1996,  series  is  U.S.  savings  bonds.  Beginning  1997,  includes  U.S.  retirement  plan  bonds,  U.S.  individual  retirement  bonds,  and  D.S.  savings  notes 
previously  included  in  "other"  nonmarketable  securities. 

’  Nonmaiitetable  certificates  of  indebtedness,  notes,  bonds,  and  bills  in  the  Treasury  foreign  series  of  dollar-denominated  and  foreign-currency-denominated 
issues. 

5  Includes  depository  bonds:  retirement  plan  bonds  through  1996:  Rural  Electrification  Administration  bonds:  State  and  local  bonds:  special  issues  held 
only  by  U.S,  Government  agencies  and  bust  funds  and  the  Federal  home  loan  banks:  for  the  period  July  2003  through  February'  2004.  depositary  compensation 
securities:  and  beginning  August  2008,  Flope  bonds  for  the  HOPE  For  Homeowners  Program. 

Note:  In  fiscal  year  1976,  the  fiscal  year  was  on  a  July  1-June  30  basis:  beginning  with  October  1976  (fiscal  year  1977),  the  fiscal  year  is  on  an  October  1- 
September  39  basis. 

Source:  Department  of  the  Treasury. 
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Table  B-26.  Estimated  ownership  of  U.S.  Treasury  securities,  2000-2013 

[Billions  of  dollars] 


Held  by  private  investors 


End  of  month 

Total 

public 

debt' 

Federal 
Reserve 
and  Intra- 
govern- 
mental 
hold¬ 
ings^ 

Total 

privately 

held 

De¬ 
pository 
institu¬ 
tions  7 

U.S. 

savings 

bonds'^ 

Pension  funds 

Insurance 

compa¬ 

nies 

MutuaJ 

funds’ 

State 

and 

local 

govern¬ 

ments 

Foreign 
and 
inter¬ 
national  F 

Other 

Inves¬ 

tors® 

Private  ^ 

State 

and 

local 

govern¬ 

ments 

2000.  Mar . 

5,773.4 

2,590,6 

3,1828 

237.7 

178.6 

150.2 

196.9 

120.0 

222.3 

306.3 

1.085.0 

685.7 

June . 

5,685.9 

2,693.6 

2.987.3 

222.2 

177.7 

149.0 

194,9 

116.5 

205.4 

309,3 

1,060.7 

551.7 

Sept . 

5.674,2 

2,737.9 

2,936.3 

220.5 

177.7 

147  9 

185.5 

113.7 

207.8 

307.9 

1,038,8 

536.5 

Dec . 

5,662  2 

2,781.8 

2,880.4 

201.5 

176.9 

145.0 

179.1 

110.2 

225.7 

310.0 

1,015.2 

516.9 

2001;  Mat . 

5,773,7 

2,880.9 

2,892.8 

196.0 

181.8 

1534 

177.3 

1133 

225.5 

316.9 

1,0125 

513.1 

June . 

5,726.8 

3,004.2 

2,722.6 

195.5 

185.5 

148.5 

183.1 

1121 

221.2 

324.8 

983.3 

368.5 

Sepi 

5,807.5 

3,027.8 

2,779.7 

1957 

186.5 

149,9 

166.8 

111,5 

235,2 

321.2 

992.2 

420.7 

Dec 

5,943.4 

3,123.9 

2.819.5 

192.8 

190.4 

145,8 

155.1 

115.4 

261.2 

328.4 

1,040.1 

390.2 

2002  Mar 

6,006.0 

3,156.8 

2,849.2 

201.7 

192.0 

152.7 

163.3 

125.6 

261.0 

327.6 

1,057.2 

368.3 

June . 

6,126.5 

3,276.7 

2,849.8 

217,4 

192.8 

152.1 

153.9 

136.0 

245.8 

333.6 

1,123.1 

295.0 

Sept . 

6,228.2 

3.303.5 

2,924.7 

219.6 

193.3 

154.5 

156.3 

1494 

248.3 

338.6 

1,188.6 

276.1 

Dec 

6,405.7 

3,387.2 

3,018.5 

231.8 

194.9 

154.0 

158.9 

161.3 

272,1 

354.7 

1,235.6 

255.3 

2003:  Mar . 

6,460.8 

3.390,8 

3,070.0 

162.6 

195.9 

166.0 

162.1 

163.5 

232,7 

350.0 

1,275.2 

310.9 

June . 

6,670.1 

3,505.4 

3,164.7 

155.0 

199.2 

170.5 

161.3 

166.0 

285.4 

347.9 

1,371.9 

307.7 

Sept . 

6,783,2 

3,515.3 

3,267.9 

158.0 

201.6 

168.2 

155.5 

168.5 

271.0 

356.2 

1,443.3 

345.8 

Dec . 

6,998,0 

3,620.1 

3,377.9 

165.3 

203.9 

172.4 

148.6 

166.4 

271,2 

361.8 

1,523.1 

365.2 

2004;  Mar 

7,131.1 

3,628,3 

3,502.8 

172,7 

204.5 

169.8 

143.6 

172  4 

275.2 

372.8 

1,670.0 

321.8 

June . 

7,274,3 

3,742  8 

3,531.5 

167.8 

204.6 

173.1 

134.9 

174.6 

252  3 

390.1 

1,735.4 

2^.7 

Sept . 

7,379.1 

3,772.0 

3,607.1 

145.3 

201.2 

173.7 

140.1 

182  9 

249  4 

393.0 

1,794.5 

322.9 

Dec 

7,596.1 

3,905.6 

3,690.5 

133.4 

204.5 

173.3 

149.4 

188,5 

256.1 

404.9 

1,849.3 

331.3 

2005:  Mar 

7,776.9 

3,921.6 

3,855,3 

149.4 

204.2 

176.8 

157.2 

193.3 

264.3 

429.3 

1,952.2 

328.7 

June . 

7,836.5 

4,033.5 

3,803.0 

135.9 

201.2 

180.4 

165.9 

195.0 

248  6 

451.1 

1,877.5 

334  4 

Sept . 

7,932.7 

4,067.8 

3,864.9 

134.0 

203.6 

183.6 

161.1 

200.7 

246.6 

493.6 

1,929.6 

312.0 

Dec 

8,170.4 

4,199.8 

3,970.6 

129.4 

205.2 

184.4 

154.2 

2023 

254.1 

512.2 

2,033.9 

294.8 

2006:  Mar 

8,371.2 

4,257.2 

4,114.0 

113.0 

205.0 

186.2 

152.9 

200.3 

254.2 

515.7 

2,082.1 

403,6 

June . 

8.420.0 

4,389.2 

4,030.8 

119.5 

205.2 

191.6 

149.6 

196.1 

243.4 

531.6 

1.977.8 

416.1 

Sept . 

8,507.0 

4,432.8 

4,074.2 

113.6 

203.7 

201.7 

143.3 

196.8 

234.2 

542.3 

2,025.3 

407.3 

Dec 

8,680.2 

4,558.1 

4,122.1 

114.8 

202.4 

216.1 

153.4 

197.9 

248.2 

570.5 

2,103.1 

315.6 

2007:  Mat 

8,849.7 

4,576.6 

4,273.1 

119.8 

200.3 

219.6 

155.3 

185.4 

263.2 

608.3 

2,194.8 

325.3 

June . 

8,867.7 

4.7151 

4,152,6 

110.4 

198.6 

220.6 

162.3 

168.9 

257.6 

637.8 

2,192.0 

204.4 

Sept . 

9,007.7 

4,733.0 

4,269.7 

119.7 

197.1 

225.4 

153.2 

155.1 

292.7 

643.1 

2,235.3 

248.0 

Dec 

9,229.2 

4,833.5 

4,395.7 

129.8 

196.5 

228.7 

144.2 

141.9 

343.5 

647.8 

2,353.2 

210.1 

2003.  Mar 

3,437.6 

4,694.7 

4.742,9 

125.0 

195.4 

240.1 

135.4 

1521 

466.7 

646.4 

2,506,3 

275.6 

June . 

9,492.0 

4,685.8 

4,806.2 

112.7 

195.0 

243.8 

135.5 

159.4 

440.3 

635.1 

2,587.4 

297.1 

Sept . 

10,024.7 

4,692.7 

5,332.0 

130.0 

194.3 

252.7 

136.7 

163,4 

631.4 

614.0 

2,802.4 

407.2 

Dec 

10,699.8 

4,806,4 

5,893.4 

105.0 

194.1 

259.7 

129.9 

171.4 

758  2 

601.4 

3,077.2 

596.5 

2009.  Mar . 

11,126.9 

4,785.2 

6,341.7 

125.7 

194.0 

272.4 

137.0 

191.0 

714.3 

588.2 

3,265.7 

853.6 

June . 

11,545.3 

5,026.8 

6,518.5 

140.8 

193.6 

281.6 

146.6 

200.0 

704.3 

588.4 

3,460.8 

802.4 

Sept . 

11,909,8 

5,127.1 

6.782.7 

198.2 

192.5 

291.1 

145.8 

210.2 

660.4 

582.7 

3,570.6 

930.1 

Dec . 

12,311.3 

5,276.9 

7,034.4 

202.5 

191.3 

302,1 

151.9 

222.0 

660.0 

584.1 

3.685.1 

1,035.5 

2010:  Mar 

12,773.1 

5,259.8 

7,513.3 

269.3 

190.2 

311.0 

153.3 

225.7 

658.8 

582.8 

3,877.9 

1,234.4 

June 

13,201,8 

5,345.1 

7,856.7 

266.1 

189.6 

323.1 

149.0 

231.8 

656  4 

583.2 

4,070.0 

1,377.4 

Sep 

13,561.6 

5,350.5 

8,211.1 

322.8 

188,7 

334,4 

150.2 

240.6 

659.6 

583.9 

4,324.2 

1,406.6 

Dec 

14,025,2 

5,655.2 

8,368.9 

319,3 

187.9 

345.4 

160.0 

248.4 

708.8 

590.9 

4,435.6 

1,372.7 

2011:  Mar . 

14,270.0 

5,958.9 

8,311.1 

321.0 

185.7 

353.7 

165.3 

253.3 

745.6 

579.8 

4,481.4 

1,223.2 

June . 

14,343.1 

6,220.4 

8,122.7 

279.4 

186.0 

354.1 

165.5 

254.5 

766.4 

569.3 

4,690.6 

845.8 

Sept . 

14,790.3 

6,328,0 

8,462,4 

293,8 

185.1 

330.2 

165.4 

259.4 

808.4 

5526 

4,912.1 

905.4 

Dec 

15,222.8 

6,439.6 

8,783.3 

279.7 

185.2 

391.1 

173.3 

271.8 

898.2 

545.4 

5,006.9 

1,031.6 

2012,  Mar 

15,582.3 

6.397.2 

9,185.1 

320.2 

184.8 

411,0 

189.4 

271.5 

974.1 

541.0 

5,145.1 

1,148.1 

June . 

15,855.5 

6,475.8 

9.379.7 

304.2 

184.7 

422.5 

195.7 

268.6 

971.0 

550.5 

5,310.9 

1,171.6 

Sept . 

16,066.2 

6,446,8 

9,619,4 

339,3 

183.8 

436.9 

203.8 

269.5 

936.5 

543.2 

5,476.1 

1,180.2 

Dec 

16,432.7 

6,523.7 

9,909,1 

348.5 

182.5 

451.1 

214.5 

269.8 

1,035.6 

536.2 

5,573.8 

1,297.1 

2013:  Mar 

16,771.6 

6,656.8 

10,114.8 

340.1 

181.7 

465.1 

225.9 

2682 

1,107.5 

534.4 

5,725.0 

1,267.0 

June . 

16,738.2 

6,773,3 

9,964.9 

302.3 

180.9 

!  478.9 

226.0 

266.2 

1,076.0 

535.8 

5,595.0 

1,303.8 

Sept . 

16,738.2 

6,834.2 

9.904.0 

295.3 

180.0 

492.9 

233.6 

265.0 

1,{B3.0 

498.0 

5,652.9 

1,203.3 

17  3520 

7,205.3 

i  101466 

179.2 

5794.9 

'  Fate  value, 

^  Federal  Reserve  holdings  exclude  Treasury  securities  held  under  repurchase  agreements. 

I  Includes  U.S.  chartered  depository  institutions,  foreign  banking  offices  in  U.S.,  banks  in  U.S.  affiliated  areas,  credit  unions,  and  bank  holding  companies. 

'Current  accrual  value. 

5  Includes  Treasury  securities  held  by  the  Federal  Employees  Retirement  System  Thrift  Savings  Plan  "G  Fund." 

=  Includes  money  market  mutual  funds,  mutual  funds,  and  closed-end  investment  companies. 

^  Includes  nonmarketable  foreiw  series.  Treasury  securities,  and  Treasury  deposit  funds.  Excludes  Treasury  securities  held  under  repurchase  agreements 
in  custody  accounts  at  the  Federal  Reserve  Bank  of  New  York.  Estimates  reflect  benchmarks  to  this  series  at  differing  intervals:  for  further  detail,  see  Treasury 
fiu/te(in  and  http:/AwAv.treasury.gov/resource-center/data-chsrt-center/tic/pages/index.aspx. 

®  Includes  individuals.  Government-sponsored  enterprises,  brokers  and  dealers,  bank  personal  trusts  and  estates,  corporate  and  noncorporate  businesses, 
and  other  investors. 

Note:  Data  shown  in  this  table  are  as  of  Feb'uary  21 , 2014. 

Source:  Department  of  the  Treasury. 
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SOURCES 

For  each  table,  this  section  lists  source  agency  (or  agencies),  website,  and  data 
program  for  data  featured;  links  and  contact  information  are  also  provided. 
Table  numbers  correspond  to  those  used  in  the  2013  statistical  appendix.  The 
2014  statistical  appendix  has  been  streamlined  and  tables  re-sequenced  (details 
on  pages  363-365). 

National  Income  or  Expenditure 

B-l.  Gross  domestic  product 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.hea.gov 
GDP  and  Personal  Income,  www.bea.gov/itahle 
customerservice@bea.gov,  (202)  606-9900 

B-2.  Real  gross  domestic  product 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.hea.gov 
GDP  and  Personal  Income,  www.bea.gov/itahle 
customerservice@hea.gov,  (202)  606-9900 

B-3.  Quantity  and  price  indexes  for  gross  domestic  product,  and  percent  changes 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.hea.gov 
GDP  and  Personal  Income,  www.hea.gov/itahle 
customerservice@bea.gov,  (202)  606-9900 

B-4.  Percent  changes  in  real  gross  domestic  product 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.hea.gov 
GDP  and  Personal  Income,  www.hea.gov/itahle 
customerservice@bea.gov,  (202)  606-9900 

B-5.  Contributions  to  percent  change  in  real  gross  domestic  product 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.hea.gov 
GDP  and  Personal  Income,  www.hea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-6.  Chain-type  quantity  indexes  for  gross  domestic  product 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itahle 
customerservice@bea.gov,  (202)  606-9900 
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B-7.  Chain-type  price  indexes  for  gross  domestic  product 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customersennce@bea.gov,  (202)  606-9900 

B-8.  Gross  domestic  product  by  major  type  of  product 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-9.  Real  gross  domestic  product  by  major  type  of  product 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-10.  Gross  value  added  by  sector 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-1 1.  Real  gross  value  added  by  sector 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-1 2.  Gross  domestic  product  by  industry,  value  added,  in  current  dollars  and  as 

a  percentage  of  GDP 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP-by-industr)',  www.bea.gov/itable 

customerservice@bea.gov,  (202)  606-9900 

B-1 3.  Real  gross  domestic  product  by  industry,  value  added,  and  percent  changes 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP-by-industiy,  www.bea.gov/itable 

customerservice@bea.gov,  (202)  606-9900 

B-1 4.  Gross  value  added  of  nonhnancial  corporate  business 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-1 5.  Gross  value  added  and  price,  costs,  and  profits  of  nonfinancial  corporate 

business 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-1 6.  Personal  consumption  expenditures 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 
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B-17.  Real  personal  consumption  expenditures 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-18.  Private  fixed  investment  by  type 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-19.  Real  private  fixed  investment  by  type 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-20.  Government  consumption  expenditures  and  gross  investment  by  t)^e 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-21.  Real  government  consumption  expenditures  and  gross  investment  by  type 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-22.  Private  inventories  and  domestic  final  sales  by  industry 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-23.  Real  private  inventories  and  domestic  final  sales  by  industry 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-24.  Foreign  transactions  in  the  national  income  and  product  accounts 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-25.  Real  exports  and  imports  of  goods  and  services 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-26.  Relation  of  gross  domestic  product,  gross  national  product,  net  national 

product,  and  national  income 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-27.  Relation  of  national  income  and  personal  income 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 
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B-28.  National  income  by  type  of  income 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-29.  Sources  of  personal  income 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-30.  Disposition  of  personal  income 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-31.  Total  and  per  capita  disposable  personal  income  and  personal 

consumption  expenditures,  and  per  capita  gross  domestic  product 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-32.  Gross  saving  and  investment 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-33.  Median  money  income  and  poverty  status  of  families  and  people,  by  race 

Department  of  Commerce  (Bureau  of  Census),  www.census.gov 
Income,  www.census.gov/hhes/www/income/data/historical 
Poverty,  www.census.gov/hhes/www/poverty/data/historical 
ask.census.gov/newrequest.php,  (301)  763-3243  (income), 

(301)  763-3213  (poverty) 

Population,  Employement,  Wages,  and  Productivity 

B-34.  Population  by  age  group 

Department  of  Commerce  (Bureau  of  Census),  www.census.gov 
Population  Estimates,  www.census.gov/popest/data/index.html 
ask.census.gov/newrequest.php,  (301)  763-2422 

B-35.  Civilian  population  and  labor  force 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bls.gov/cps 
cpsinfo@bls.gov,  (202)  691-6378 

B-36.  Civilian  employment  and  unemployment  by  sex  and  age 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bls.gov/cps 
cpsinfo@bls.gov,  (202)  691-6378 
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B-37.  Civilian  employment  by  demographic  characteristic 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bls.gov/cps 
cpsinfo@bls.gov,  (202)  691-6378 

B-38.  Unemployment  by  demographic  characteristic 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bis.gov/cps 
cpsinfo@bls.gov,  (202)  691-6378 

B-39.  Civilian  labor  force  participation  rate  and  employment/population  ratio 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bls.gov/cps 
cpsinfo@bls.gov,  (202)  691-6378 

B-40.  Civilian  labor  force  participation  rate  by  demographic  characteristic 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bls.gov/cps 
cpsinfo@bls.gov,  (202)  691-6378 

B-41.  Civilian  employment/population  ratio  by  demographic  characteristic 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bls.gov/cps 
cpsinfo@bls.gov,  (202)  691-6378 

B-42.  Civilian  unemployment  rate 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bls.gov/cps 
cpsinfo@bls.gov,  (202)  691-6378 

B-43.  Civilian  unemployment  rate  by  demographic  characteristic 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bls.gov/cps 
cpsinfo@bls.gov,  (202)  691-6378 

B-44.  Unemployment  by  duration  and  reason 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bls.gov/cps 
cpsinfo@bls.gov,  (202)  691-6378 

B-45.  Unemployment  insurance  programs,  selected  data 

Department  of  Labor  (Employment  and  Training  Administration),  www.doleta.gov 
Weekly  Claims  and  Program  Statistics,  www.ows.doleta.gov/iineniploy/ 
ui-reports@uis.doleta.gov,  (202)  693-3029 

B-46.  Employees  on  nonagricultural  payrolls,  by  major  industry 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Current  Employment  Statistics  (National),  www.bls.gov/ces 
cesin  fo@bls.gov,  (202)  691-6555 

B-47.  Hours  and  earnings  in  private  nonagricultural  industries 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Current  Employment  Statistics  (National),  www.bls.gov/ces 
cesinfo@bls.gov,  (202)  691-6555 
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B-48.  Employment  cost  index,  private  industry 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Employment  Cost  Index,  www.bls.gov/cct 
ncsinfo@bls.gov,  (202)  691-6199 

B-49.  Productivity  and  related  data,  business  and  nonfarm  business  sectors 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Labor  Productivity  and  Costs,  www.bls.gov/lpc 
dprweb@bls.gov,  (202)  691-5606 

B-50.  Changes  in  productivity  and  related  data,  business  and  nonfarm  business 

sectors 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Labor  Productivity  and  Costs,  www.bls.gov/lpc 
dprweb@bls.gov,  (202)  691-5606 

Production  and  Business  Activity 

B-51.  Industrial  production  indexes,  major  industry  divisions 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalrcserve.gov 
G.17  -  Industrial  Production  and  Capacity  Utilization,  www.fedcralrescrvc. 
gov/ releases/ gl7 

www.federalreserve.gov/apps/contactus/feedback.aspx,  (202)  452-3204 

B-52.  Industrial  production  indexes,  market  groupings 

Board  of  Governors  of  the  Federal  Reser\'e  System,  www.federalreserve.gov 
G.17  -  Industrial  Production  and  Capacity  Utilization,  www.federalrcserve. 
gov/releases/gl  7 

www.federalreserve.gov/apps/contactus/feedback.aspx,  (202)  452-3204 

B-53.  Industrial  production  indexes,  selected  manufacturing  industries 

Board  of  Governors  of  the  Federal  Reser\'e  System,  www.federalreserve.gov 
G.17  -  Industrial  Production  and  Capacity  Utilization,  www.federalreserve. 
gov/releases/gl  7 

www.federalreserve.gov/apps/contactus/feedback.aspx,  (202)  452-3204 

B-54.  Capacity  utilization  rates 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalreserve.gov 
G.17  -  Industrial  Production  and  Capacity  Utilization,  www.federalreserve. 
gov/releases/gl  7 

www.federalreserve.gov/apps/contactus/feedback.aspx,  (202)  452-3204 

B-55.  New  construction  activity 

Department  of  Commerce  (Bureau  of  Census),  www.census.gov 
Construction  Spending,  www.census.gov/constructionspending 
ask.census.gov/newrequest.php,  (301)  763-1605 

B-56.  New  private  housing  units  started,  authorized,  and  completed  and  houses  sold 

Department  of  Commerce  (Bureau  of  Census),  www.census.gov 
New  Residential  Construction,  www.census.gov/construction/nrc 
New  Residential  Sales,  www.census.gov/construction/nrs 
incd.rcb.custonier.service@census.gov,  (301 )  763-5160 
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B-57.  Manufacturing  and  trade  sales  and  inventories 

Department  of  Commerce  (Bureau  of  Census),  www.censiis.gov 

Manufacturing  and  Trade  Inventories  and  Sales,  www.censiis.gov/nUis 
retail.trade@census.gov,  (301)  763-2713 
Retail  Indicators,  www.census.gov/retail 

retail.trade@census.gov  (monthly),  (301)  763-2713 
sssd.annual.retail.survey@census.gov  (annual) 

Manufacturers’  Shipments,  Inventories,  and  Orders,  www.census.gov/ 
manufacturing/ m3 

ask.census.gov/newrequest.php,  (301)  763-4832 
Annual  and  Monthly  Wholesale,  www.census.gov/wholesale 
sssd.wholesale.trade@census.gov,  (301)  763-2703 

B-58.  Manufacturers’  shipments  and  inventories 

Department  of  Commerce  (Bureau  of  Census),  www.census.gov 

Manufacturers’  Shipments,  Inventories,  and  Orders,  www.census.gov/ 
manufacturing/ m3 

ask.census.gov/newrequest.php,  (301)  763-4832 

B-59.  Manufacturers’  new  and  unfilled  orders 

Department  of  Commerce  (Bureau  of  Census),  www.census.gov 

Manufacturers’  Shipments,  Inventories,  and  Orders,  www.census.gov/ 
manufacturing/ m3 

ask.census.gov/newrequest.php,  (301)  763-4832 

Prices 

B-60.  Consumer  price  indexes  for  major  expenditure  classes 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Consumer  Price  Index,  www.hls.gov/cpi 
cpi_info@hls.gov,  (202)  691-7000 

B-61.  Consumer  price  indexes  for  selected  expenditure  classes 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.hls.gov 
Consumer  Price  Index,  www.hls.gov/cpi 
cpi_info@hls.gov,  (202)  691-7000 

B-62.  Consumer  price  indexes  for  commodities,  services,  and  special  groups 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.hls.gov 
(Consumer  Price  Index,  www.hls.gov/cpi 
cpi_info@bls.gov,  (202)  691-7000 

B-63.  Changes  in  special  consumer  price  indexes 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Consumer  Price  Index,  www.hls.gov/cpi 
cpi_info@bls.gov,  (202)  691-7000 

B-64.  Changes  in  consumer  price  indexes  for  commodities  and  services 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.hls.gov 
Consumer  Price  Index,  www.hls.gov/cpi 
cpi_info@bls.gov,  (202)  691-7000 


Sources 


B-65.  Producer  price  indexes  by  stage  of  processing 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.hh.gov 
Producer  Price  Indexes,  www.bls.gov/ppi 
ppi-info@bls.gov,  (202)  691-7705 

B-66.  Producer  price  indexes  by  stage  of  processing,  special  groups 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Producer  Price  Indexes,  www.bls.gov/ppi 
ppi-info@bls.gov,  (202)  691-7705 

B-67.  Producer  price  indexes  for  major  commodity  groups 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Producer  Price  Indexes,  www.bls.gov/ppi 
ppi-info@bls.gov,  (202)  691-7705 

B-68.  Changes  in  producer  price  indexes  for  finished  goods 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Producer  Price  Indexes,  www.bls.gov/ppi 
ppi-info@bls.gov,  (202)  691-7705 


Money  Stock,  Credit,  and  Finance 

B-69.  Money  stock  and  debt  measures 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalreserve.gov 
IL6  -  Money  Stock,  www.fedcralreserve.gov/releases/h6 
Z.l  -  Financial  Accounts  of  the  U.S.,  www.federalreserve.gov/releases/zl 
www.federalreserve.gov/apps/contactus/feedback.aspx,  (202)  452-5204 

B-70.  Components  of  money  stock  measures 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalreserve.gov 
IL6  -  Money  Stock,  www.federalreserve.gov/releases/h6 

www.federalreserve.gov/apps/contactus/feedback.aspx,  ( 202)  452-3204 

B-71.  Aggregate  reserves  of  depository  institutions  and  the  monetary  base 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalreserve.gov 

IL3  -  Aggregate  Reserves/Monetary  Base,  www.  federalreserve.gov/releases/h3 
www.federalreserve.gov/apps/contactus/feedback.aspx,  (202)  452-3204 

B-72.  Bank  credit  at  all  commercial  banks 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalreserve.gov 
IL8  -  Assets  and  Liabilities,  www.federalreserve.gov/releases/h8 

www.federalreserve.gov/apps/contactus/feedback.aspx,  (202)  452-3204 

B-73.  Bond  yields  and  interest  rates 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalreserve.gov 
IL15  -  Selected  Interest  Rates,  www.federalreserve.gov/releases/hl5 

www.federalreserve.gov/apps/contactus/feedback.aspx,  (202)  452-3204 
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B-74.  Credit  market  borrowing 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalreserve.gov 
Z.l  -  Financial  Accounts  of  the  U.S.,  www.federalreserve.gov/releases/zl 
www.federalreserve.gov/apps/contactus/feedback.aspx,  ( 202)  452-3204 

B-75.  Mortgage  debt  outstanding  by  type  of  property  and  of  financing 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalrcscrve.gov 
Mortgage  Debt  Outstanding,  www.  fcdcralreserve.gov/econresdata/releases/ 
mortoutstand 

www.federalreserve.gov/apps/contactus/feedhack.aspx,  (202)  452-3204 

B-76.  Mortgage  debt  outstanding  by  holder 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalrcserve.gov 
Mortgage  Debt  Outstanding,  www.federalrcserve.gov/econresdata/releases/ 
mortoutstand 

www.federalreserve.gov/apps/contactus/feedhack.aspx,  (202)  452-3204 

B-77.  Consumer  credit  outstanding 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalreservc.gov 
G.19  -  Consumer  Credit,  www.federalreserve.gov/releases/gl9 

www.  federalreserve.gov/apps/contactus/feedhack.aspx,  (202)  452-3204 

Government  Finance 

B-78.  Federal  receipts,  outlays,  surplus  or  deficit,  and  debt 

Office  of  Management  and  Budget,  www.whitehouse.gov/oinh 
'Fhe  Budget,  www.whitehouse.gov/oinh/hudget/historicals 
(202)  395-3080 

Department  of  the  Treasury,  www.treasury.gov 

Monthly  Treasur)'  Statement,  www.fms.treas.gov/ints 
hudget.reports@fms.treas.gov,  (202)  622-2970 

B-79.  Federal  receipts,  outlays,  surplus  or  deficit,  and  debt,  as  percent  of  gross 

domestic  product 

Office  of  Management  and  Budget,  www.whitehouse.gov/omh 
The  Budget,  www.whitehouse.gov/omh/hudget/historicals 
(202)  395-3080 

Department  of  the  Treasury,  www.treasury.gov 

Monthly  Treasury  Statement,  www.fms.treas.gov/mts 
hudget.reports@fnis.treas.gov,  (202)  622-2970 

B-80.  Federal  receipts  and  outlays,  by  major  category,  and  surplus  or  deficit 

Office  of  Management  and  Budget,  www.whitehouse.gov/omh 
The  Budget,  www.whitehouse.gov/omh/hudget/historicals 
(202)  395-3080 

Department  of  the  Treasury,  www.treasury.gov 

Monthly  Treasury  Statement,  www.fms.treas.gov/mts 
hudget.reports@fms.treas.gov,  (202)  622-2970 
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B-81.  Federal  receipts,  outlays,  surplus  or  deficit,  and  debt 

Office  of  Management  and  Budget,  www.wliiteliouse.gov/onib 
The  Budget,  www.wiiiteliouse.gov/oiiib/biidget/liistoricals 
(202)  395-3080 

Department  of  the  7’i  easury,  www.ti  easury.gov 

Monthly  Treasury  Statement,  www.fnis.treas.gov/nits 
budget.reports@fnis.treas.gov,  (202)  622-2970 

B-82.  Federal  and  State  and  local  government  current  receipts  and  expenditures, 

national  income  and  product  accounts  (NIPA) 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
custonierservice@bea.gov,  (202)  606-9900 

B-83.  Federal  and  State  and  local  government  current  receipts  and  expenditures, 

NIPA,  by  major  type 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
custonierservice@bea.gov,  (202)  606-9900 

B-84.  Federal  Government  current  receipts  and  expenditures,  NIPA 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
custonierservice@bea.gov,  (202)  606-9900 

B-85.  State  and  local  government  current  receipts  and  expenditures,  NIPA 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
custonierservice@bea.gov,  (202)  606-9900 

B-86.  State  and  local  government  revenues  and  expenditures 

Department  of  Commerce  (Bureau  of  Census),  www.census.gov 

State  and  Local  Government  Finances,  www.census.gov/govs/local 
govs.finstaff@census.gov,  (301)  763-5153 

B-87.  U.S.  Treasury  securities  outstanding  by  kind  of  obligation 

Department  of  the  Treasury,  www.treasury.gov 

Monthly  Statement  of  Public  Debt,  www.treasurydirect.gov/govt/reports/pd/ 
inspd/nispd.litni 

treasury.bulletin@fnis.treas.gov,  (202)  622-2000 

B-88.  Maturity  distribution  and  average  length  of  marketable  interest-bearing 

public  debt  securities  held  by  private  investors 

Department  of  the  Treasury',  www.treasury.gov 
T reasury  Bulletin,  www.fins. treas.gov/bulletin 

treasury.bulletin@fnis.treas.gov,  (202)  622-2000 

B-89.  Estimated  ownership  of  U.S.  Treasury  securities 

Department  of  the  Treasury',  www.treasury.gov 
Treasury  Bulletin,  www.fnis.treas.gov/bulletin 

treasury.bulletin@fms.treas.gov,  (202)  622-2000 
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B-99.  Farm  output  and  productivity  indexes 

Department  of  Agriculture  (Economic  Research  Service),  www.ers.usda.gov 
Agricultural  Productivity,  www.ers.usda.gov/ data-pwducts/agricuUural- 
prodiictivity-iu-the-us 

webadmin@ers.usda.gov,  (202)  694-5000 

B-100.  Farm  input  use,  selected  inputs 

Department  of  Agriculture  (Economic  Research  Service),  www.ers.usda.gov 
Agricultural  Productivity,  www.ers.usda.gov/data-products/agricultural- 
productivity-in-the-us.aspx 

Major  Land  Uses,  www.ers.usda.gov/data-products/major-land-uses 
wehadmin@ers.usda.gov,  (202)  694-5000 

B-101.  Agricultural  price  indexes  and  farm  real  estate  value 

Department  of  Agriculture  (National  Agricultural  Statistics  Service), 

U’U'U'.  nass.  usda.gov 

Agricultural  Prices,  usda.mannlib.corueU.edu/ MannUsda/viewDocumentlnfo. 
doMocumentlD=  1 002 

nass@nass.usda.gov,  (800)  727-9540 

B-102.  U.S.  exports  and  imports  of  agricultural  commodities 

Department  of  Agriculture  (Economic  Research  Service),  www.ers.usda.gov 

U.S.  Agricultural  Trade,  www.ers.usda.gov/topics/international-markets-trade/ 
us-agricidtural-trade 

wehadmin@ers.usda.gov,  (202)  694-5000 

International  Statistics 

B-103.  U.S.  international  transactions 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
International  Transactions,  www.bea.gov/itable 
customerservice@hea.gov,  (202)  606-9900 

B-104.  U.S.  international  trade  in  goods  by  principal  end-use  category 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
International  Transactions,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-105.  U.S,  international  trade  in  goods  by  area 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
International  Transactions,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-106.  U.S.  international  trade  in  goods  on  balance  of  payments  (BOP)  and 
Census  basis,  and  trade  in  services  on  BOP  basis 
Department  of  Commerce  (Bureau  of  Economic  Analysis  and  Bureau  of 
Census),  www.bea.gov  and  innr.censns.^oi’ 

Foreign  Trade,  www.ceitsus.gov/ft900 

ftd.data.dissemination@census.gov,  (301)  763-2311  (goods) 

International  Transactions,  www.bea.gov/itable 

customerservice@bea.gov,  (202)  606-9900  (services) 
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Corporate  Profits  and  Finance 

B-90.  Corporate  profits  with  inventory  valuation  and  capital  consumption 
adjustments 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www. bea.gov/itahle 
customerservice@hea.gov,  (202)  606-9900 

B-91.  Corporate  profits  by  industry 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-92.  Corporate  profits  of  manufacturing  industries 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.bea.gov 
GDP  and  Personal  Income,  www.bea.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-93.  Sales,  profits,  and  stockholders’  equity,  all  manufacturing  corporations 

Department  of  Commerce  (Bureau  of  Census),  www.ceusus.gov 
Quarterly  Financial  Report,  www.ceusus.gov/ecou/qfr 
csd.qfr@census.gov,  (301  )763-3359 

B-94.  Relation  of  profits  after  taxes  to  stockholders’  equity  and  to  sales,  all 
manufacturing  corporations 

Department  of  Commerce  (Bureau  of  Census),  www.ceusus.gov 
Quarterly  Financial  Report,  www.ccusus.gov/ecou/qfr 
csd.qfr@census.gov,  (301  )763-3359 

B-95.  Historical  stock  prices  and  yields 

New  York  Stock  Exchange,  www.nyse.com 
Dow  Jones  &  Co.,  www.dowjones.com 

Standard  &  Poor’s  Financial  Services,  www.standardandpoors.com 
Nasdaq  Stock  Market,  www.nasdaq.com 

B-96.  Common  stock  prices  and  yields 

New  York  Stock  Exchange,  www.nyse.com 
Dow  Jones  &  Co.,  www.dowjones.com 

Standard  &  Poor’s  Financial  Services,  www.standardandpoors.com 
Nasdaq  Stock  Market,  www.nasdaq.com 


Agriculture 

B-97.  Real  farm  income 

Department  of  Agriculture  (Economic  Research  Service),  www.ers.usda.gov 

Farm  Income  and  Wealth,  www.ers.usda.gov/data-products/farm-income-aud- 
wealth-statistics 

webadmin@ers.usda.gov,  (202)  694-5000 

B-98.  Farm  business  balance  sheet 

Department  of  Agriculture  (Economic  Research  Service),  www.crs.usda.gov 

Farm  Income  and  Wealth,  www.ers.usda.gov/data-prodiicts/farm-income-and- 
wcalth-statistics 

wehadmin@ers.usda.gov,  (202)  694-5000 
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B-1 1 1.  International  reserves 

International  Monetary  Fund,  www. iinf.org 

International  Financial  Statistics,  www.imf.org/external/data.htm 
International  Reserves  and  Foreign  Currency  Liquidity,  www.imforg/ 
external/np/sta/ir/irprocessweb/colist.aspx 
statisticsquery@imf.org,  (202)  623-7764 

B-1 12.  Growth  rates  in  real  gross  domestic  product 

International  Monetary  Fund,  www.imforg 

World  Economic  Outlook,  www.imforg/external/ns/cs.aspx?id=29 
statisticsquery@imforg,  (202)  623-7764 


410  I  Appendix!? 


B-107.  International  investment  position  of  the  United  States  at  year-end 

Department  of  Commerce  (Bureau  of  Economic  Analysis),  www.hea.gov 
International  Investment,  www.bca.gov/itable 
customerservice@bea.gov,  (202)  606-9900 

B-108.  Industrial  production  and  consumer  prices,  major  industrial  countries 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalreserve.gov 
Industrial  Production  (IP),  www.federalreserve.gov/releases/gl7 
Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 
Consumer  Price  Index  (CPI),  www.bls.gov/cpi 
French  National  Institute  of  Statistics  and  Economic  Studies,  www.insee.fr/en 
IP,  www.insee.fr/en/themes/indicateur.aspi!id=]0 
CPI,  www.insee.fr/ en/themes/indicateur.aspi:id=29 
portail-statistique-publique-dg@insee.fr 
German  Federal  Statistics  Office,  www.destatis.de/EN 

IP,  www.destatis.de/EN/EactsEigures/EcononiicSectors/IndustryManufacturing/ 
IndustryManufacturing 

CPI,  www.destatis.de/EN/EactsEigures/NationalEconoinyEnvironinent/Priccs/ 
ConsuinerPriceIndices/ConsuinerPriceIndices 
www.desta  tis.  de/EN/ Service /Con  tact/ Con  tact 
Italian  National  Institute  of  Statistics,  www.istat.it/en 
u'lviv.  istat.  it/en/ contact-  us 

Japanese  Ministry  of  Economy,  Trade,  and  Industr)',  www.ineti.go.jp/english 
IP,  www.ineti.go.jp/english/statistics/tyo/iip 
CPI,  www.stat.go.jp/english/data/cpi 

www.meti.go.jp/honsho/coinment_Jorin/coinments_send.htin 
Statistics  Canada,  www.statcan.gc.ca 

Economic  and  Financial  Data,  www.statcan.gc.ca/tables-tableaux/sum-som/lOI/ 
cstOl/dsbbcan-eng.htm 
in  fosta  ts@sto  tea  n.gc.  ca 

United  Kingdom  Office  for  National  Statistics,  www.ons.gov.uk 

Economy,  www.ons.gov.uk/ ons/taxonomy/index.htmUnscl=cconomy 
info@ons.gsi.gov.  uk 

B-109.  Civilian  unemployment  rate,  and  hourly  compensation,  major  industrial 
countries 

Department  of  Labor  (Bureau  of  Labor  Statistics),  www.bls.gov 

Labor  Force  Statistics  from  the  Current  Population  Survey,  www.bls.gov/cps 
International  Labor  Comparisons,  www.bls.gov/fls/ 
pressoffice@bls.gov,  (202)  691-5902 
The  Conference  Board,  www.conference-board.org 

International  Labor  Comparisons,  www.conference-board.org/ilcprograni 

B-1 10.  Foreign  exchange  rates 

Board  of  Governors  of  the  Federal  Reserve  System,  www.federalreserve.gov 
11.10  -  Foreign  Exchange  Rates,  www.federaheserve.gov/releases/hlO 
www.federalreserve.gov/apps/contactus/feedback.aspx,  ( 202)  452-3204 
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